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The Publisher’s Page 


T this time when many of the acts of the New Deal are com- 

ing up for judicial review it is interesting to speculate on 

just what are the proper constitutional powers of Con- 

gress over monetary and banking matters. In this issue 

Tuomas J. ANDERSON, JR., throws some interesting light on 

this subject to which he has given much recent study and investiga- 

tion. It is titled the “Currency Powers of Congress” and begins 
on page 21. 


In an article headed “Sustained Income: The Primary Investment 
Objective,” RepIncTon Fiske, JR., restates some of those invest- 
ment principles which are sounder today than ever but which have 
been overlooked by many investment managers during the rapidly 
changing conditions of the past few years. This article should be 
of special interest to trust officers. It begins on page 81. 


THis issue contains the second article in the series by E. S. 
WooLLEy on the general subject of bank costs. This month’s 
article discusses how to obtain the “average earning assets” of a 
bank and gives a sample balance sheet to illustrate the method 
used. Mr. Woolley enjoys a national reputation as a_ bank 
economist. 


Tuts issue also contains the second installment of the important 
series by FREDERICK W. Herzen on commercial account analysis. 
Mr. Hetzel has never been satisfied with the system of account 
analysis used by most banks and has worked out his own system 
which he believes to be more scientific and more just both to bank 
and depositor. While agreeing that banks should work in as close 
harmony with the Administration as possible FREDERICK A. Brap- 
FORD deprecates the tendency on the part of many bankers to 
surrender their principles and to give silent consent to measures 
which they know to be unsound. His article, “Shall the Bankers 
Co-operate?” starts on page 13. 


THE monetary views of CHARLES ADAIR as expressed in an article 
in the November issue have inspired FREDERICK A. BraprorD to 
a poetic rebuttal which will be found in this issue on the following 
page. 


vol 





CASUAL THOUGHTS ON A PROGRAM FOR 
MONETARY REFORM 


By FREDERICK A. BRADFORD 


Believing that the best way to fight fire is with fire, the writer has 
prepared the following farce in reply to Mr. Adair’s astonishing proposals, 


published in the November, 1934, issue of THE BANKERS MAGAZINE, in 
the fond hope that his poetry is not quite so bad as Mr. Adair’s reasoning 
on monetary matters. 


PROLOGUE 


The monetary theorist is certain to despair 

When he reads the case presented by Mr. Charles Adair, 
Who favors what he calls “reform” in managing our money. 
In the language of the urchin, “The plan is sure a honey.” 


ACT I (The Plan) 


It seems that all the bank notes in the land must be retired, 

To pay them off of Treasury notes some billions are required; 

And while we're printing money, to make a job of it, 

We'll print enough to pay in full the Treasury deficit. 

Our prices must be quickly raised, and quickly raised a plenty 

To heights, not those of °26, but those of 1920. 

The Reserve banks will be purchased by our central government, 
Since we'll pay for them in greenbacks, they will not cost a cent. 
The Banker-Money system is the cause of all our woes, 

So we'll put the naughty bankers on the mat and twist their toes: 
One hundred full per cent. reserve must be behind deposits 

And bankers never must grant loans to business men because it’s 
Very bad to charge for money when the government could make it 
And lend it, without interest, to anyone who'd take it. 

In order that the country may have money without stint, 

At a one to fourteen ratio we'll coin silver at the mint. 


ACT II (Casual Thoughts) 


If the government would do the things Adair would have it do, 
The country would be in a mess within a year or two. 
Business prospers when all prices are in equilibrium, 

But printing paper money will soon put things on the bum. 
There never was a surer way all business to derange 

Than for governments to meddle with their media of exchange. 
Once they start to issue money it’s impossible to stop; 

Each crop of notes that’s printed requires another crop 

To keep the speculators from disposing of their wares 

And letting down the markets for staple goods and shares. 
Wiping out the people’s savings is an incidental vice 

Of the process of inflation which is anything but nice: 

In the end the country’s bankrupt and its business life is sick 
Because the government essayed a monetary trick. 


EPILOGUE 


When all is said and done I must admit I do not care 
For the monetary foibles urged by Mr. Charles Adair. 
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Condensed Statement, January 1, 1935 


RESOURCES 


Cash on hand in Federal Reserve Bank and Due 
from Banks .... sees $27 ,997,828.69 


United States Government Securities 8,000,000.00 
State and Municipal Bonds 5,600,000.00 
Stock in Federal Reserve Bank 780,000.00 
Other Bonds 7,382,500.00 
Loans ..... 30,188,938.10 
Bills Purchased ...... 5 5,290,287.61 
Bonds and Mortgages 6,687 ,226.32 
Real Estate .... 2,000,000.00 
Accrued Interest Receivable 515,460.31 


$94,442 ,241.03 


LIABILITIES 


Capital Stock . $ 2,000,000.00 
Surplus Fund . 24,000,000.00 
Undivided Profits : 3,704,868.43 


$29,704,868.43 


Deposits 63,261,322.14 
Reserve for Dividend January 2, 1935 2 300,000.00 
Reserve for Taxes and Expenses . 1,166,411.90 
Accrued Interest on Deposits 9,638.56 


$94,442,241.03 
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Editorial Comment 


UNITED STATES PURSUING A POLICY OF 
WITHDRAWAL 


MID the numerous and perplexing domestic problems 
Ave aging the energies of our people they may not be 
giving sufficient attention to a foreign policy that 
may prove of great importance. It is the policy of with- 
drawal from countries where we have been either in the 
‘apacity of peacemakers or as owners of outlying terri- 
tories. This policy has been dictated by two considerations. 
In the first place, it rests upon the belief that if we should 
withdraw from those countries where we have had forces 
designed to preserve peace, or where we have had an under- 
standing that intervention may take place with this object 
in view, we should really contribute more to peace by with- 
drawing our forces or abrogating such agreements where 
they exist. In the second place, since we have declared it 
as a part of our national policy not to recognize govern- 
ments established by force, it would be inconsistent on our 
part to remain in possession of lands similarly acquired. 
In pursuance of this policy we have withdrawn our 
marines from Haiti and Nicaragua, abrogated the Platt 
Amendment providing for intervention in Cuba, agreed to 
chore ger independence, with an intimation of a similar 
rant to Puerto Rico. Nothing has as yet been said with 
idee to Hawaii and Guam and the Canal Zone, but 
presumably we shall retire from these possessions also. 
The Virgin Islands, having been obtained by purchase, will 
presumably be retained. 

Thus we are reversing what has been styled a policy 
of imperialism, and are gradually withdrawing into that 
part of the continent we have long possessed between the 
Atlantic and the Pacific. 

As with other matters, there are differences of opinion 
as to the wisdom of this course, but no attempt will be here 
made to examine these conflicting iews or to reconcile them. 

It must be apparent, however, if the United States 
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henceforth is to be composed only of the territory acquired 
by other than forcible means, we cannot well stop at 
giving up our outlying possessions. ‘Texas, and an addi- 
tional extensive domain, acquired as a result of the war 
with Mexico, must be surrendered also, and the thirteen 
original states, which gained their independence by a war 
with Great Britain, must again be restored to the British 
Crown. 

Following the policy of withdrawal to its legitimate and 
logical conclusion, it will be seen that little of the United 
States will remain outside the Louisiana Purchase, obtained 
from France in a cash transaction. (Incidentally, it may 
be remembered that we paid Spain $20,000,000 for the 
Philippines. ) 

While this policy of withdrawal and surrender may have 
been dictated by the considerations mentioned, it may have 
received inspiration from other sources. One can hardly 
suppose that Puerto Rico will, should it gain independence, 
long remain an independent republic. It will hardly return 
to Spain, but will be more apt to become a part of the 
already large British possessions in the West Indies. 

Is this eventuality a part of the price we are to pay 
for the closer relations with Great Britain now an outstand- 
ing feature of our foreign policy? 

In the matter of Philippine independence, one may be 
skeptical of our renunciation of rule on purely altruistic 
grounds. No one conversant with the situation can doubt 
that in granting independence to the Philippines our love 
of liberty has been mixed in about equal proportions with 
commercial considerations— the desire to restrict Philippine 
competition with certain American products. 

There is a widespread belief that when the United 
States gets out of the Philippines, Japan will take our 
place without much delay. Somewhat tense relations exist- 
ing between the United States and Japan naturally give 
rise to the thought that our surrender of the Philippines 
may be prompted by a desire not to subject those relations 
to additional strain. It can hardly be imagined that our 
departure from the Archipelago is prompted by fear of 
Japan. 

There is another aspect of this question of an equal or 
greater importance than those already mentioned. At a 
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time when President Roosevelt and Secretary Hull are 
declaring that we must find means for increasing the outlets 
for American products, we are pursuing a policy that must 
ultimately result in curtailing those outlets. 

A United States Senator whose name is often in the 
public prints has recently suggested that Louisiana with- 
draw from the United States. But should the policy indi- 
rated above be extended in the manner pointed out, the 
United States would withdraw from Louisiana, thus afford- 
ing to the strenuous Senator an opportunity of ruling over 
that vast territory without seceding from the Union, which 
would no longer exist. 





BANKS TO CO-OPERATE WITH THE EXPORT 
AND IMPORT BANKS 
— was taken at the October convention of the 


American Bankers Association looking to closer co- 

operation of the banks of the country with the Ex- 
port and Import banks. In a statement issued on December 
3, signed by R. S. Hecht, president of the American Bank- 
ers Association it is said: 


The Export-Import banks were created early in 1934 by execu- 
tive order of the President of the United States as an aid in financ- 
ing and facilitating our foreign trade and stimulating its sound 
growth. The officials of these banks made it plain to us that there 
was no thought of competing with our commercial banks, but simply 
to work out a plan of co-operation in respect to special lines of 
business outside the scope of ordinary commercial banking. 


No doubt the larger banks of the country have the 
knowledge and equipment enabling them to deal with for- 
eign trade direct, but there are many small and medium- 
sized banks not in this position, and they should welcome 
the co-operation offered by the Export-Import banks. 

In order to facilitate this co-operation an advisory com- 
mittee has been appointed by the American Bankers As- 
sociation. In the opinion of this committee these banks will: 


1. Help to finance transactions of a tenure beyond the length 
of a commercial bank transaction, up to five years; 
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2. Join in the extension of credit with commercial banks to 
handle for a concern a sizable business where the amount of the 
risk might not be prudent for commercial banks to handle alone, 
or where the concern is unable to obtain commercial banking facili- 
ties for the amount required ; 

3. In approved transactions, assume a part of the risk; 

4. Assist in solving the problems of doing business with coun- 
tries where there exists difficulty in obtaining foreign exchange; 

5. Be the focal point of all the governmental activities in 
assisting in providing the markets for American commodities and 
goods. 

The fact that the word “import” appears in the title 
of these banks is of itself significant. It indicates a recog- 
nition of the fact that there are two sides to foreign trade, 
that it means buying as well as selling. 

In assuming a part of the risk “in approved transac- 
tions” these banks will be following a policy already in 
effect, in principle, in Great Britain and some _ other 
countries. 





RELIEF BY TAXATION 
S ne iets demands for public relief must ulti- 


mately further add to the already heavy tax burden 

of the country. For although these demands are now 
being met by loans, this does not change the fact that in 
the long run this must mean additional taxation, for gov- 
ernments have but little revenue derived from any other 
source. 

How the tax burden is growing may be seen from some 
figures recently made public by the National Industrial 
Conference Board. They show that from 1913 to 1932 
state and local tax collections grew by 309 per cent. and 
Federal tax collections by 166 per cent. Of course, in 
some of the years included in this period the national in- 
come has been growing also, but the ratio of taxes to na- 
tional income, which was 11 per cent. in 1926, had risen 
to 20.3 per cent. in 1932. 

The heaviest addition to taxes has not been made by 
the Federal Government but by states and municipalities. 
In several of the states taxes have increased since 1913 
by over 200 per cent., and in some of the states by nearly 
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300 per cent. Although after 1930 there was a marked 
decline in taxation, the national income declined even 
more, so that the ratio of taxation to income actually in- 
creased, 

Should this tendency persist, a time must come when 
taxation will prove harder than ever to bear. The situa- 
tion calls for careful study, for while no one denies the 
propriety of affording public relief to the millions in dis- 
tress, it must be evident that the ability of production and 
trade to supply the taxes necessary to afford this relief 
is not without limit. We may reach a stage when there 
will be from production and trade a demand for relief from 
taxation equal to that which now prevails to provide relief 
by taxation. 


GREAT BRITAIN ASKED TO ADOPT THE 
NEW DEAL 


INCE imitation is considered to be the most obvious 

form of flattery, this country should be flattered to 

learn that the Rt. Hon. David Lloyd George is re- 
ported as contemplating engaging in a campaign of public 
speaking having for its object the adoption of the New 
Deal by Great Britain. It does not follow that any pro- 
posal by this distinguished British statesman will be ac- 
cepted by the people of Great Britain. As a matter of 
fact, Mr. Lloyd George not only lacks party support in 
the House of Commons, but is not high in public favor. 
Any American visiting London may test how unpopular 
the former Prime Minister is by expressing admiration 
for him, Coventry is sure to be the penalty for this in- 
discretion. 

In reality Lloyd George was a pioneer in much of the 
social legislation now gaining support in this country, so 
that in this respect we are in fact imitating him. But this 
alert gentleman is probably less enamored of the New Deal 
than he is irked by the apparent slowness of the Labor- 
Conservative coalition in moving forward. He likes to see 
things stirring. Quite lately he must have caused a great 
deal of irritation by his observation that Great Britain 
should moderate its boasting about prosperity while at the 
same time not paying its war debt to America. 








THE BANKERS MAGAZINE 


If newspaper reports are to be credited, Mr. Lloyd 
George favors a nationalization of the Bank of England— 
a proposal that has cropped up in various directions in 
recent months. Naturally, bankers and conservative busi- 
ness men do not regard this proposal with favor. It cor- 
responds to the movement in the United States to organize 
a central bank owned and operated by the Government, 
or alternately to take over the Federal Reserve banks. 
Undoubtedly the best banking opinion supports the view 
that central banking should be free from political control, 
but there exists at ‘the present time, both in this country 
and in England, a large body of contrary opinion. 

The progress of Mr. Lloyd George’s campaign will be 
watched with much interest. Should he succeed with his 
imported New Deal program—which hardly seems pos- 
sible—the pillars of the venerable British Constitution 
would indeed be shaken. 

There exists no purpose on the part of THE BANKERS 
MaGAZINE to express an opinion regarding the latest ac- 
tivity of this exceedingly spry septuagenarian; but one 
sentiment he once expressed is well worth pondering. It 
is this: we shall have peace when the desire for it is no 
longer confined to paper but exists in the hearts of men. 








SENATOR BORAH’S REPUBLICAN PARTY OF 
THE LEFT 


DDRESSING a gathering of progressively-minded 
Aeous in New York recently, Senator William E. Borah 
of Idaho declared that in the future, as certain as 
he was alive, the Republican party would turn to the left. 
Even by rendering itself open to the charge of perpetrating 
a pun, THE BANKERS MAGAZINE can not refrain from say- 
ing that the Grand Old Party was so badly left at the 
November election that it should be surfeited in that re- 
spect. 

The term “left” as used by the distinguished Idaho 
Senator is a recent importation from European political 
nomenclature. Until quite recently it was wholly foreign 
to American politics. 

That bankers as a body are much interested in the 
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fortunes of the Republican party can not well be sup- 
posed. But as citizens they are profoundly interested in 
the attitude taken by what is now the opposition party in 
regard to economics and what, in the jargon of the times, 
may be called “social” questions. 

If, as Senator Borah declared, the Republican party 
is to turn toward the left—that is, to become “progressive’ 
or “radical’—it is an interesting matter of speculation 
as to what ground will be discovered on this side of the 
road not already preémpted by its political rivals, to out- 
bid whom the Republicans will have to go pretty far. 
Presumably, they will not in their financial “policy provide 
for something less than a sixty-cent dollar, or for the pay- 
ment of public obligations in greenbacks. 

And what can this Republican party, as newly con- 
stituted, do in the matter of social legislation not already 
done or contemplated by the party now in power’ Will 
the progressive Republican party not only favor unemploy- 
ment insurance, old age pensions, but be for the Townsend 
plan, under which all persons over sixty years of age 
will receive $200 monthly, to be expended within thirty 
days? 

It is only by out-Heroding the Herods now in power 
at Washington that a new Republican party can gain much 
support from those who, in the vague but mouth-filling 
phrase of the times, are “constructive liberals.” 

At a time when the country is being treated to a big 
dose of experimentation; when there is grave apprehension 
as to how much larger this dose will be made; when there 
is concern about the future value of the dollar; when the 
huge expenditures and the mounting debt are causing 
grave concern; when public confidence has been disturbed 
by the breaking of obligations by the Government—in view 
of these and other considerations, the Republican party 
might do well to declare in favor of real money in place 
of practically irredeemable paper; that it believes that ex- 
periments in “social” legislation should —— cautiously 
on proved grounds; that the policy of extravagant spend- 
ing, resulting in a huge public debt and an unbalanced 
budget, be altered for a sound and economical fiscal policy; 
that the Government of the United States shall regard its 
obligations as binding, and that legitimate business be made 
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to understand that it may proceed without fear of having 
fair profit confiscated for the dreamer’s paradise of 
new social order. 


“BANK LOANS CAN NOT CREATE BUSINESS” 

Y ordering a further reduction of the rate of interest 
B on deposits from 3 to 24% per cent., the Federal Re- 

serve Board seems still to adhere to the theory that 
if credit is made cheap enough business will revive. As 
bearing indirectly on this matter, the following statement 
issued by Lyman E. Wakefield, president of the Associa- 
tion of Reserve City Bankers, under date of December 3, 
will be found of special interest. While Mr. Wakefield 
was dealing principally with the rather ancient charge 
that banks are not lending freely enough, his observations 
also tend to discredit the cheap credit theory. His state- 
ment follows: 


On November 8 I released to the press a letter giving the 


results of figures compiled from a cross-section of the banks of 
the country regarding lines of credit granted and new loans 
made. The figures showed that credit commitments made and 
unused amount to many billions of dollars, and that the banks 
of the country are not only ready but anxious to lend money 


whenever industry finds a need for borrowing. 

Those figures aroused wide interest. Following the same 
line of thought, the Association of Reserve City Bankers has 
made another study to determine relationship between the com- 
mercial loans of banks and business recovery. The purpose of 
this study was to test the charge that the banks are responsible 
for retarding business recovery because bank loans have not risen 
substantially. This thesis is based on the belief that bank loans 
create business rather than that business creates bank loans, and 
that a rise in the volume of bank loans must precede a rise in 
business activity. 

Our study indicates that it is the usual thing for commer- 
cial bank loans to lag behind business activity, both on the down- 
swing and the up-swing. This was well illustrated in the 1920-21 
depression in the United States. Industrial production (F. R. 
Board index) reached a peak in January and February, 1920, 
and then turned downward, but bank loans continued to rise 
until October, 1920. Production reached a low point in April, 
1921, and rose slowly the first year afterward, but more rapidly 
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the second year. On the other hand, the “all other” loans of the 
reporting member banks, mostly commercial loans, continued to 
decline until July, 1922, fifteen months after business had started 
upward. The production index had risen about 33 per cent. 
before loans reached bottom and started to rise. 

A similar situation prevailed in Canada during the recent 
depression. Business activity in Canada (Annalist index) reached 
bottom in March, 1933, but the current loans of the Canadian 
chartered banks continued to decline for sixteen months after 
that date and reached the low point in July, 1934. The index 
of business activity had risen over 40 per cent. before bank loans 
reached the low point and started upward. 

England furnishes another example. Business activity in 
“ngland during the recent depression reached the low point in 
October, 1931, according to the Economist index, and has now 
recovered to about the predepression level. On the other hand, 
the advances (mostly to customers) of the London clearing-house 
banks continued to decline until January, 1934, and since that 
time the rise has been almost imperceptible. In other words, 
bank loans to customers declined for two years and three months 
after business reached the low point in England. The business 
index had risen over 17 per cent. before loans to customers 
stopped declining. 

In none of the cases studied did business recovery rise out of 
the depression through a prior increase in bank loans. On the 
contrary, the rise in business finally created a demand for bank 
loans which followed business upward after a lag of months. Bank 
credit is merely an instrument for financing business and does 
not grow unless the business exists to be financed. 

It is obvious that many industries after a depression are in 
position to expand output substantially before resorting to bank 
loans. This is especially true in the United States during the 
current depression, because the active security markets in pre- 


depression days were favorable to the accumulation of surplus 


funds. That does not mean that no new loans are being made. 
The figures given in my previous release show that new loans are 
being made by the banks in very substantial amounts. On the 
other hand, old loans are being thawed out and paid off about 
as fast as new loans are made, and there are many write-offs of 
uncollectible loans. This seems to be the usual course of events 
in the early stages of recovery and reflects a healthy adjustment 
to new conditions. 

The conclusion from this is that we must look to industry 
as the key to industrial recovery. The banks are ready to do 
their part in the fullest possible way. If industry is hesitating 
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it is not because of lack of bank credit. Let us find out the true 
causes for industrial lack of confidence and co-operate to remove 
those causes. 


The thesis to which Mr. Wakefield refers, “based on 
the belief that bank loans create business rather than that 
business creates bank loans,” has been the source of the 
futile and mistaken policies that have been followed to pro- . 
mote business recovery. 

In urging banks to pursue a more liberal lending policy, 
to engage in making capital loans, and to be satisfied with 
slow loans so long as interest is paid, counsels are being 
given which should be carefully considered by the bankers 
of the country. 

Respecting the demands for a loosening up of bank 
credit, and particularly as relates to loans for industrial 
purposes, the following comment on the Viner report from 
the New York Herald Tribune is pertinent: 


The major proposal of the Viner committee is that the 
Federal Reserve banks and the R. F. C., which are now making 
intermediate term credits to industry, should retire from the field, 
to be replaced by a new institution set up with such lending 
as its sole activity. Now, it seems to be an open question whether 
there is sufficient genuine demand for this type of credit to justify 
the establishment of an entirely new banking mechanism. Many 
students of the question say that there is not such a demand; 
the Viner committee apparently believes that there is. It seems 
to us that this question of fact should be the determining one in 
shaping our banking policy. If there is a really serious need 
for this sort of credit, then by all means let us provide the 
machinery for it, but if there are, as some say, only a handful 
of discontented would-be borrowers, it would seem a useless ex- 
travagance to go to this trouble and expense. But in any event, 
let us cease blaming our commercial banks for having learned 
something about sound practices from the events of the ’20s; 
and let us stop trying to drive them into banking fields and into 
banking practices where they do not belong. 


Evidently the halt in recovery must find explanation 
outside the cheap credit theory and the indisposition of 
banks to make sound loans. A full and early recognition 
of this fact in the proper quarters would be a fortunate 
thing for the country. 
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PROPOSAL FOR LICENSING BANKERS 
0B steer generally recognize that it is desirable to 


improve the qualifications of those engaged in the 
banking business—to place banking among the pro- 
fessions subject to standards similar to those governing 
the practice of law and medicine. To meet this demand 
much excellent educational work is being done by the 
American Institute of Banking, whose graduates are well 
qualified, with experience, to rank as professional bankers. 
In order to assure the attainment of this objective and 

to hasten its realization, a bill was introduced in the House 
at the last session of Congress by Hon. C. W. Henney 
of the Second Wisconsin District. This bill provides for 
the licensing of banking, and would require that officers 
must qualify by passing examinations conducted by a Na- 
tional Bank Examiners’ Board appointed by the Presi- 
dent of the United States. This board is to be composed 
of five members, and to be eligible to appointment they 
shall have had ten years of active and successful commer- 


cial banking experience, or otherwise engaged in banking 
as defined in the bill for a like period next prior to their 
respective appointments. 

The principal qualifications in applying for licenses are 
contained in these extracts from sections 3 and 4 of the 


bill: 


Sec. 3. Any person, in addition to the qualifications now 
required by law or by statute, being of good moral character, 
more than twenty-one years old, and having completed at least 
two‘ years of advanced classical education in any accredited col- 
lege or university, or the equivalent thereof as determined by the 
board, shall be eligible to apply for a license hereunder: Provided, 
That until one year from the effective date of this act, no appli- 
cation shall be filed hereunder except by qualified persons ac- 
tually engaged in banking at the time of filing the same. All 
applications shall be accompanied by an application fee to be 
fixed by the board and shall otherwise comply with the board’s 
regulations with respect thereto. 

Sec. 4. (a) At least twice in each calendar year at inter- 
vals of not less than six months, the board shall cause each ap- 
plicant to be examined concerning his knowledge of banking 
principles and methods and of other business, economic, or legal 
principles involved in the operation, management, supervision, or 
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administration of any national bank or division or department 
thereof, including the history of banking and _national-banking 
laws, and to each applicant attaining a passing grade in such 
examinations, as determined by the board, the board shall issue 
a license to practice banking as defined by this act subject, 
nevertheless, to the provisions of section — of this act: Provided, 
however, That for one year from the effective date of this act 
such examinations may be conducted at less than six-month inter- 
vals. 

(b) Such examinations, including those conducted during the 
first year of this act, shall be conducted simultaneously in each 
Federal Reserve district and shall be of equality. At least 
thirty days’ notice of the time and place of holding such ex- 
aminations shall be given to each applicant whose application has 
been approved. 


While it may be plausibly argued and shown as a 
matter of fact that there are many successful bankers who 
lack the qualifications this bill prescribes and who could not 
pass the examinations for which it provides, it is clear that 
the standard of banking generally would be vastly im- 


proved if all who are engaged in the business should be 
required to be reasonably fitted for it by character and 
training. 

Our banking laws have been greatly changed in recent 
years, and while they are still far from perfection, the 
bankers themselves are coming to realize more and more 
that no banking laws however perfect will assure good 
banking without good bankers to observe and administer 
them. 

The bill prepared by Mr. Henney has as its main ob- 
jective the raising of the standard of bank management by 
insisting that those who are charged with conducting the 
business of the banks shall be properly qualified for their 
duties. That the great majority of the bankers of the 
country are in sympathy with this objective is not open to 
question. They will aid in its accomplishment by studying 
this bill and by offering such suggestions as may seem to 
them wise in achieving its purpose. 





Shall the Bankers Co-operate ? 


By FReperick A. Braprorp 


of a number of classes in the United States. The 

orthodox economists have been accused of nearly as 
many vices as there are alphabetical committees in the set- 
up at Washington. ‘Business leaders have been subjected 
to periodic criticism for failing to manufacture goods for 
an uncertain and purely hypothetical market which, they 
are asked to believe, will materialize as a result of produc- 
tive activity on their part. Question has been raised as 
to the good faith and patriotic proclivities of moralists 
who have given voice to objections to the abrogation of 
gold contracts and the devaluation of the dollar. In short, 
any group professing to conservative opinion has incurred 
the recriminations of the Administration at one time or 
another. 

Among the widely-scattered elements in the population 
which have suffered the displeasure of the political artists 
at the nation’s capital a prominent place must be accorded 
to the bankers. The fortuitous victims of mass fright, this 
group at the outset presented a convenient target for the 
rhetorical darts of the incoming President. Disclosures 
of fraud, graft, dishonesty, on the part of a few erstwhile 
respected bankers, combined with this political antagonism, 
poisoned the public mind, which was in search of a con- 
venient villain on which to visit its wrath for the suffering 
of a long and gruelling depression. Bankers as a class 
were unhesitatingly assigned to a position of lowest rank 
among the professions. 

The concatenation of events following the stormy days 
of February and March, 1933, completed the rout of the 
bankers. In June they were saddled with a deposit in- 
surance program of which the majority did not approve. 
They were pressed to sell preferred stock or capital notes 
to the Reconstruction Finance Corporation whether or not 
they wanted or needed to do so. They were practically 
forced to load their portfolios with government securities, 
since to refuse to buy these issues would have lowered 
them still further in the public esteem. Moreover, they 


[cr : New Deal has brought calumny upon the heads 
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were being subjected to searching examinations by the 
banking officials and were trying their best to meet the 
examiners’ requirements of liquidity and safety. In short, 
they did everything possible, whether they strictly approved 
or not, to satisfy the public and the Government that they 
were willing to co-operate. 

What thanks did these efforts engender?’ They were 
certainly not received with acclaim. ‘The bankers were 
berated by Administration spokesmen for failing to extend 
loans to industry when industry did not want the type of 


short-term, self-liquidating loans which commercial bankers 


are qualified to grant. In July, 1933, the President made 
disparaging remarks about the “fetishes of so-called in- 
ternational bankers,” when the bankers knew these alleged 
fetishes to be sound banking practices. Again, in the 
autumn of 1934, in discussing the English financial situa- 
tion, the President called the bankers to task by remark- 
ing: “And let it be recorded that the British bankers 
helped [their government].” This, after the American 
banks had purchased over two billions of government se- 
curities in the year preceding. 

It is little wonder that the bankers gave up the ghost. 
Whatever they did seemed to be wrong. When, therefore, 
they were approached with friendly overtures by the Ad- 
ministration at their 1984 Convention, they responded joy- 
fully, officially at least, to the invitation to co-operate with 
the Government, not through force and pressure, but on a 
basis of equality and respectability. 

The bankers’ expressed willingness thus to co-operate 
with the Government is easy to understand, nor should 
it be condemned without good cause.” It is important, 
however, that the bankers should not allow the glamour 
of their partially reacquired prestige to blind them to: the 
dangers involved in their agreement to pv ‘n harness with 
the Administration. They should be « for one thing, 
that real co-operation is intended. 

Co-operation connotes working” together for mutual 
benefit. Where the interests of * Qe’ co-operating parties 
are not identical, it unquestionably involves compromise, 
with concessions on both sides. Ag ‘things look now, it 
seems possible that the Government expects the bankers 
to do most of the conceding. It will prove a sorry ex- 
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change for the bankers if they give up various sound prin- 
ciples in the conduct of their business for the privilege 
of being treated like gentlemen. 

The greatest danger in the coming months from the 
standpoint both of the bankers and of the social good is that 
the Federal Reserve System will be taken over by the 
Treasury in law as well as in fact, or that a government 
owned and operated central bank will be substituted there- 
for. The bankers of the country have every right to de- 
mand that the Administration do its share of co-operating 
by opposing to the full extent of its power any such move- 
ment. 

The Federal Reserve System, as it has operated since 
its organization, has not been a 100 per cent. success, but 
on the whole it has done pretty well. Its greatest weak- 
ness, in the judgment of the writer, has centered in the 
Federal Reserve Board, a politically appointed body. The 
system could be greatly strengthened and improved by 
altering the composition of the board to include repre- 
sentatives of the Federal Reserve banks and by further 
safeguarding the selection of appointive members. Sound 
amendatory legislation should be in the direction of less 
rather than more government representation in the man- 
agement of the system. 

Since the elections of last November the Administra- 
tion has been engaged in promulgating what E. H. Collins 
has aptly termed a “conspiracy of confidence.” ‘The busi- 
ness men of the country have been told that they would 
be released from the more burdensome shackles of the 
N. R. A. It has been intimated that no further monetary 
legislation is intended. Private initiative and the profit 
system have received more than a modicum of praise. 
There have been much back-slapping and assurances that 
all is well. 

To what extent is the Administration really sincere 
in its much publicized desire to restore the confidence of 
business men and bankers? Time alone will tell. It seems 
strange, however, that the efforts to inculcate confidence in 
the minds of business men and bankers should include pro- 
posals for furthering the Government’s hold on the Federal 
Reserve System. 


It is well known in these groups that the Federal Re- 
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serve System is, as a practical matter, pretty well under 
the control of the Treasury already. If the Government 
is really intent upon restoring confidence, one of the best 
moves it could make would be to restore the Federal Re- 
serve System to its former position of practical independ- 
ence. If it really wishes to co-operate with the bankers, it 
could best do so by going further and giving them some 
measure of authority by providing for Reserve bank repre- 
sentation on the Federal Reserve Board. 

There is no indication that either of these actions is 
contemplated. Instead there is a strong probability that 
governmental action will be in the opposite direction. What 
is the reason for the Administration’s desire for still greater 
control of the Federal Reserve System than it already 
possesses? Apparently, to assure the Government a market 
for its security issues. As stated in a December 1 dispatch 
from Washington to the New York Herald Tribune, “the 
conviction has spread through most of the Administration 
that the Government should seek from the coming Congress 
sufficient control of the Federal Reserve System to assure 
that the Government’s borrowing and refinancing program 
will meet no obstruction.” 

This attitude may be interpreted in two different ways. 
In the first place, it would appear that the Government 
places little faith in the recent rapprochement with the 
nation’s bankers since it fears possible obstruction of its 
borrowing and refinancing program. Or, in the second 
place, the Administration may feel that the great ballyhoo 
over confidence will be ineffective; that the bankers will 
co-operate to a reasonable degree, but may become ob- 
streperous if business revival does not serve to mend the 
Treasury’s unsatisfactory financial position. 

Neither of the above interpretations does the Govern- 
ment much credit. Neither is fair to business or to the 
bankers. If the Administration is convinced that a full 
restoration of confidence is essential to sound business re- 
covery, it is scarcely sporting to carry on a great vocal 
campaign and then take action which is likely to weaken 
that confidence which is so sorely needed. If the Govern- 
ment really believes in the willingness of bankers to support 
its activities, it is hardly seemly to appear to lack faith 
in them by furthering its control of banking. 
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The bankers doubtless will and should co-operate with 
the Government so long as the Government evidences its 
intention of proceeding along reasonably sound lines. They 
will scarcely be averse to absorbing additional bond issues 
if the attitude of the Government toward business is such 
as to make sound recovery a near-future probability. For 
sound recovery, and that only, will permit the Government 
to put its financial house in order and assure the bankers 
that future absorption of “governments” will not prove 
their undoing. 

But the bankers should oppose to the last ditch legisla- 
tion of the sort that is being suggested with regard to the 
Federal Reserve System. In so doing, they will have 
the support of the majority of business men and other 
clear-thinking groups throughout the country. 

In fact, the bankers might well go further and insist 
on the return of the Federal Reserve System to an autono- 
mous position. There is probably scant hope of attaining 
this objective at present; but if, in taking such a stand, it 
is possible to prevent de jure government control of the 
Federal Reserve, the bankers will have accomplished much. 
After all, the Government can relinquish its present de 
facto control at any time, whereas, if a change of law is 
required, the process of relinquishment is by no means 
easy. There is a very real possibility that the country will 
find itself saddled with a government-operated central bank- 
ing system which will be extremely difficult to dislodge. 
It is up to the groups favoring economic and financial 
sanity to offer concerted resistance to activities tending in 
this direction. The bankers should occupy a leading po- 
sition among these groups. 
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ROBABLY no powers of Congress have been drawn 
Papen to a greater extent in the New Deal legislation 

than those which pertain to the regulation of the 
nation’s currency system. Already considerable: litigation 
has sprung up in connection with recent currency legislation 
and considerable more is likely to follow. The constitu- 
tionality of many phases of this legislation is being chal- 
lenged, and the press carries announcements of a most 
significant case pending before the Supreme Court of the 
United States—a case involving the validity of the gold 
clause resolution of Congress approved June 5, 1933. It 
is an appropriate time to pass in brief review the currency 
powers of Congress: the purpose of their grant in the Con- 
stitution; their statement therein; their past interpretation 
by the Supreme Court; some unsettled questions now pend- 
ing; and some speculations as to their possible future 
significance in connection with regulations of currency and 
credit by Congress. 

The provisions of the Constitution relative to the cur- 
rency of the nation are brief and in general terms. ‘These 
provisions are of two general types: first, those granting 
currency powers to the Federal Congress; second, those 
denying currency powers to the States. The Constitution 
provides that Congress shall have power “to coin money, 
regulate the value thereof, and of foreign coin, and fix the 
standard of weights and measures” and “to provide for the 
punishment of counterfeiting the securities and current coin 
of the United States.” Another clause which has become 
significant in connection with the currency is the grant to 
Congress of power “to borrow money on the credit of the 
United States.” In that part of the Constitution denying 
certain powers to the States, we read that “No State shall 
coin money; emit bills of credit; [or] make anything but 
gold and silver coin a tender in payment of debts.” 

James Madison, in his discussions of the currency clauses 
of the Constitution in The Federalist, placed them among 
a group of clauses which were intended to provide for 
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harmony and proper intercourse among the States. Hence, 
in order to obtain a coinage system in which coins of like 
denomination and kind would have, in all parts of the 
country, like weight and fineness, the authority to coin 
money and regulate its value was conferred upon Congress 
while the power to coin money was taken away from the 
States. As a further means of assuring uniformity in the 
value of current coin, Congress was given the power to 
regulate the value of foreign coin, since uniformity of the 
value of such coin might be destroyed if subjected to “dif- 
ferent regulations of the different States.” The punish- 
ment of counterfeiting the public securities, as well as the 
current coin, “is submitted of course,” said Madison, “to 
that authority which is to secure the value of both.” Like- 
wise, “The regulation of weights and measures is trans- 
ferred from the Articles of Confederation and is founded 
on like considerations with the preceding power of regulat- 
ing coin.” 

In his explanation of the powers withdrawn from the 
States, by the Constitution, regarding money, Madison 
takes note of the “pestilent effects of paper money” issued 
by the States. He then proceeds with his explanation by 
observing “that the same reasons which show the necessity 
of denying to the States the power of regulating coin, 
prove with equal force that they ought not to be at liberty 
to substitute a paper medium in the place of coin.” Con- 
tinuing the argument, he contended that if every State 
possessed “a right to regulate the value of its coin, there 
might be as many different currencies as States, and thus 
the intercourse among them would be impeded; retrospec- 
tive alterations in its value might be made, and thus the 
citizens of other States be injured, and animosities be 
kindled among the States themselves.” Also, “The subjects 
of foreign powers might suffer from the same cause, and 
hence the Union be discredited and embroiled by the indis- 
cretion of a single member.” “No one of these mischiefs is 
less incident,” he continues, “to a power in the States to 
emit paper money, than to coin gold or silver.” He con- 
cludes his explanation by saying that the “power to make 
anything but gold and silver a tender in payment of debts 
is withdrawn from the States, on the same principle with 
that of issuing a paper currency.” 

If one were to place a strict or literal interpretation 





G MAC SHORT TERM NOTES 


available in limited amounts 
upon request 


GENERAL MorTors 
ACCEPTANCE CORPORATION 


Executive Office -- BROADWAY at 57TH STREET -- New York, N. Y. 


OFFICES IN PRINCIPAL CITIES 








upon the currency clauses of the Constitution, it would 
appear that the Federal Government had been granted a 
monopoly over any coinage system to be established and 
the regulation of the value of such coinage; that the States 
were definitely denied the authority to issue bills of credit; 
and that the States were prohibited from making anything 
a legal tender except gold and silver coin. ‘Two questions 
seem to go unanswered, even on a basis of strict construc- 
tion: May Congress make anything other than gold and 
silver coin a tender in payment of debts? Also, is it within 
the power of Congress to authorize the issuance of bills of 
credit ? 

Liberal construction of the currency and related clauses 
of the Constitution has already brought to light Congres- 
sional powers over the nation’s currency which one would 
not suspect from a literal interpretation of the famous 
document. 

Early in the past century, Chief Justice Marshall, in 
the famous case of McCulloch v. Maryland, upheld the 
authority of Congress to incorporate a national bank which 
possessed, among others, the power to issue a circulating 
currency in the form of bank notes. He did not find 
specific words in the Constitution authorizing Federal cor- 
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poration of banks, since neither the word “bank” nor the 
word “corporation” is mentioned. He did find, however, 
that to Congress was intrusted “the great powers, to lay 
and collect taxes; to borrow money; to regulate commerce; 
to declare and conduct a war; and to raise and support 
armies and navies.” Contending that a government in- 
trusted with such ample powers must be intrusted with 
ample means for their execution and holding that a bank 
was a convenient, useful, and reasonably appropriate means 
whereby the fiscal functions of the Federal Government 
could be carried on more effectively, he held that Congress 
possessed the power to incorporate the second Bank of the 
United States. Thus, the authority for issuing a bank 
note currency as a part of the circulating media, and 
through the agency of a corporation under Federal super- 
vision, was established in 1819. 

State banks had also been organized, however, even 
before the constitutionality of the second Bank of the 
United States was established. Their numbers increased 
‘rapidly, especially after the expiration of the charter of 
the second Bank of the United States in 1836. By 1861, 
there were some 1600 banks issuing some 10,000 varieties 
of State bank notes. ‘The result was an intolerable con- 
dition in the nation’s currency system. Some notes were 
redeemed at par; others circulated at heavy discounts. 
Counterfeiting was encouraged. Note and counterfeit “de- 
tectors” were published to aid business men and others to 
recognize worthless or spurious notes. Quite generally the 
bank notes current in one State were not current in others. 
Madison, in explaining the denial of the coinage power to 
the States in the Constitution, had said that their exercise 
of such a power might result in as many different currencies 
as States and thus impede interstate intercourse. The 
State bank note system—not prevented by the prohibition 
against emission of bills of credit by the States—led to the 
same results. 

To put an end to the unsatisfactory bank note currency 
situation just outlined, Congress authorized in 1863 a 
system of national banks through the agency of which a 
uniform and sound bank note currency might be placed in 
circulation. Two years later a law was enacted which 
imposed a prohibitive tax upon bank notes issued by State 
banks. Thus Congress sought to confine the issuance of 
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bank note currency solely to banks organized under and 
subject to its sole jurisdiction. 

The constitutionality of the tax was challenged before 
the Supreme Court of the United States in 1869. The tax 
was attacked on the ground that it was a direct tax and 
that, as such, it failed of the constitutional requirement of 
apportionment among the States on the basis of population. 
Also, it was argued that the tax tended to impair a fran- 
chise granted by a State, and that Congress did not possess 
the authority to enact legislation which had such an effect. 
The Court—after a lengthy review of the meaning of 
“direct tax”—held that the bank note tax was not such a 
tax and, therefore, did not require apportionment to satisfy 
the Constitution. The Court held, further, that the tax 
was not a tax upon the franchise of the bank but, rather, 
was a tax upon its circulating bills—a part of its property. 
To the further charge that the tax was excessive and in- 
tended to destroy the State banks, the Court replied that 
it is not the function of the courts to prescribe limits to the 
exercise of an admitted power of Congress. In its exposi- 
tion of the basis for the power of Congress to drive out of 
existence the State bank notes, the Court said: 

“Having thus, in the exercise of undispued constitu- 
tional powers, undertaken to provide a currency for the 
whole country, it cannot be questioned that Congress may, 
constitutionally, secure the benefit of it to the people by 
appropriate legislation. To this end, Congress has denied 
the quality of legal tender to foreign coins, and has pro- 
vided by law against the imposition of counterfeit and base 
coin on the community. To the same end, Congress may 
restrain, by suitable enactments, the circulation as money 
of any notes not issued under its own authority. Without 
this power, indeed, its attempts to secure a sound and 
uniform currency for the country must be futile.” (Veazie 
Bank v. Fenno. ) 

Another step in the progress of liberal construction of 
the currency powers of Congress came when the Supreme 
Court upheld Civil War legislation which introduced a fiat 
paper currency; made it legal tender for public and private 
debts; thereby led to partial abrogation of the value of 
outstanding contracts; and resulted in inflation of the price 
level. In one of the cases involving these Legal Tender 
Acts, the Supreme Court held that for Congress to make 
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the greenbacks legal tender and compel creditors to accept 
them in payment of debts in the place of gold or silver 
coin would be taking private property for private use and 
depriving persons of property without due process of law. 
The adverse decision in the case just mentioned (Hepburn 
v. Griswold) was reversed a year later in the Legal Tender 
Cases. A somewhat changed personnel of the Court held 
that an implied power of Congress may be inferred from 
more than one of the substantive powers expressly granted, 
or from all of them in combination. The Court then pro- 
ceeded to sustain the issuance of the greenbacks and the 
making of them a legal tender on the basis of the Govern- 
ment’s power to carry on war and to use the greenbacks 
as a convenient method of borrowing money. While the 
decision did not rest upon the power of Congress to coin 
money and regulate its value, the majority opinion was 
that since the currency clause was not to be strictly con- 
strued it did not preclude the issuance of greenbacks by 
confining money to coined money. ‘The provision that the 
greenbacks should be legal tender for debts was looked 
upon by the Court as a helpful and appropriate device in 
financing the war and as not being precluded by the fact 
that some other method might have been devised by Con- 
gress. Thus the Legal Tender Acts, as war measures, were 
sustained. In 1878, however, Congress, instead of permit- 
ting retirement of the greenbacks provided by law for their 
reissuance as a part of the permanent peace-time circula- 
tion. As such, their constitutionality was again attacked, 
but to no avail. In the case of Juilliard v. Greenman, in 
1884, the Supreme Court again upheld the constitutionality 
of the law providing for these national bills of credit. The 
opinion, in its conclusion as to the currency powers of Con- 
gress may well be quoted, and was as follows: 

“Congress, as the legislature of a sovereign nation, 
being expressly empowered by the Constitution, ‘to lay and 
collect taxes, to pay the debts and provide for the common 
defence and general welfare of the United States,’ and ‘to 
borrow money on the credit of the United States,’ and ‘to 
coin money and regulate the value thereof and of foreign 
coin’; and being clearly authorized, as incidental to the 
exercise of those great powers, to emit bills of credit, to 
charter national banks, and to provide a national currency 
for the whole people, in the form of coin, treasury notes, 
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and national bank bills; and the power to make the notes 
of the government a legal tender in payment of private 
debts being one of the powers belonging to sovereignty in 
other civilized nations, and not expressly withheld from 
Congress by the Constitution; we are irresistibly impelled 
to the conclusion that the impressing upon the treasury 
notes of the United States the quality of being a legal 
tender in payment of private debts is an appropriate means, 
conducive and plainly adapted to the execution of the un- 
doubted powers of Congress, consistent with the letter and 
spirit of the Constitution, and therefore, within the meaning 
of that instrument, ‘necessary and proper’ for carrying 
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into execution the powers vested by this Constitution in the 
government of the United States.” 

An interesting question which has come before the courts 
for decision is whether bank deposit currency, circulating 
in the form of checks, constitutes a type of credit currency 
which Congress can bring under its regulatory authority by 
virtue of its currency powers. If it can do so, the currency 
power would become a significant basis for establishing 
unified, national control over banks of commercial deposit. 
What evidence, if any, exists which might furnish a basis 
for a decision that bank deposit currency is subject to the 
jurisdiction of Congress? A rather appealing argument 
can be made. The chief steps in the argument run some- 
what as follows: There is no greater necessity of literal 
interpretation of the currency clauses of the Constitution 
than of other clauses. The substantive powers of Congress, 
in the words of Mr. Justice Strong in his opinion in the 
Legal Tender Cases, “have never been construed literally, 
and the government could not exist if they were.” The 
currency clauses have not thus far, in decisions of the 
Supreme Court, been literally interpreted. The power to 
“coin money” has been expansive enough to permit in con- 
nection with the power to borrow money on the credit of 
the United States, the printing of paper money without a 
specie backing which was made a legal tender for private 
debts. No mention is made in the Constitution of a power 
of Congress to bring under its sole jurisdiction all the bank 
note currencies of the nation. Yet, in a liberal construction 
of the currency and taxing powers of Congress, the Su- 
preme Court—as has been pointed out—upheld a law of 
Congress which brought under its jurisdiction all such note 
currencies. In brief, by two outstanding decisions the 
Supreme Court has held that circulating credit in the form 
of legal tender notes and bank notes falls within the juris- 
diction of Congress. Bank notes and bank deposit currency 
constitute two methods of circulating credit as a medium 
of exchange. In some countries the note method is more 
prevalent; in others, the deposit currency method is domi- 
nant. The United States belongs to the latter group and 
bank deposit currency is the medium of exchange for some 
85 to 90 per cent. of our business transactions. Thus, the 
most important type of credit circulation in the country 
is that effected by means of deposit currency. Salmon P. 
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Chase, then Secretary of the Treasury and later Chief 
Justice of the Supreme Court, stated in 1861 that “it is too 
clear to be reasonably disputed that Congress, under its 
constitutional powers to lay taxes, to regulate commerce, 
and to regulate the value of coin, possesses ample authority 
to control the credit circulation which enters so largely into 
the transactions of commerce and affects in so many ways 
the value of coin.’ Mr. Justice Strong, in the Legal 
Tender Cases, held that the States “can no longer declare 
what shall be money, or regulate its value. Whatever 
power there is over the currency is vested in Congress. 
If the power to declare what is money is not in Congress, 
it is annihilated.” District Judge Charles P. Faris, in a 
case this year involving the validity of the abrogation of 
gold clauses in contracts by Congressional resolution, stated 
that it was impossible to escape the legal conclusion that 
“in the Congress alone is lodged the power to say what 
shall be used as money.” 

In the light of the points brought out in the foregoing 
section, the conclusion appears reasonable that the Supreme 
Court would hold that the powers of Congress over the 
instrumentalities of the currency—as well as of commerce 
are not confined to the instrumentalities known and in use 
when the Constitution was adopted but keep pace with the 
progress of time and, therefore, apply now to bank deposit 
currency. Only a decision of the Court will definitely 
answer our questions, and such a decision awaits an attempt 
of Congress to extend its jurisdiction to all commercial 
deposit institutions. 

Probably in the course of the next few years there will 
be a number of cases involving the constitutionality of ‘va- 
rious aspects of the recent currency laws. It is impossible 
to anticipate all the points at which the legislation will be 
challenged. Some points have already come up, however, 
and others likely will follow. For example, does Congress 
possess the power to enact legislation outlawing the gold 
clauses in billions of dollars’ worth of contracts? Do the 
currency powers enable Congress to commandeer all mone- 
tary gold and silver? Has Congress, in granting to the 
President and the Secretary of the Treasury so many 
regulatory powers over the nation’s money system, alien- 
ated its authority over currency, as granted in the Constitu- 
tion? Does not some of this legislation—as, for example, 
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the gold clause repeal, the debasement of the currency 
through devaluation of the gold dollar, and the requisition- 
ing of gold and silver bullion—take private property with- 
out due process of law? 

By a resolution approved June 5, 1933, Congress, in 
order to assure uniform value to the coins and currencies 
of the nation and to prevent obstructions to the power of 
Congress to regulate the value of money, declared that 
every obligation, heretofore or hereafter incurred, whether 
or not it calls for payment in gold or a particular kind of 
coin or currency, shall be discharged upon payment in any 
coin or currency which at the time of payment is legal 
tender for public and private debts. The same resolution 
makes all metallic and paper money full legal tender. 

Most of these gold clauses read to the effect that the 
obligation (bond, mortgage, ete.) including them shall be 
payable when due in gold coin of the United States of the 
standard weight and fineness existing when the obligation 
was issued. There have been estimates that approximately 
$124,000,000,000 worth of “gold clause” contracts were out- 
standing two years ago. Judge Charles B. Faris of the 
Federal District Court, Eastern District of Missouri, who 
handed down on June 20, 1934, a favorable decision as to 
the constitutionality of the gold clause resolution, has men- 
tioned various probable reasons for the inclusion of the gold 
clause in contracts. The aim, prior to the Civil War, to 
prevent payment in depreciated bank notes; possibly 
“prophetic discernment”; and the conservatism of lawyers, 
who draw up such contracts, were mentioned. The judge 
adds that perhaps 1 in many cases such a clause was included 
because it “is a sonorous and mouth-filling phrase and in- 
dubitably it adds a dignity and a glamour of richness to 
all bonds; particularly to those which the maker had not, 
and never had, the remotest intention of paying in any- 
thing.” 

Judge Faris, after an examination of the whole gold 
clause problem and the powers of Congress over the cur- 
rency, held that the abrogation of gold clauses in contracts 
by last year’s Congressional resolution is constitutional and 
that the “gold clause” bonds involved in the case should be 
paid only at their face value in money now current. -The 
legal conclusions reached by Judge Faris were as follows: 
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“(a) That in the Congress alone is lodged the power 
to say what shall be used as money; 

‘“(b) No person in this nation has the right to make a 
contract the effect of which is to nullify, obstruct or circum- 
vent the power of Congress to say what shall be the 
national money, or medium of exchange; 

“(¢) Every person who enters into a contract is in law 
conclusively deemed to hold in contemplation the power of 
Congress to alter and change the nature and so-called value 
of the medium of exchange, or money of the nation; 

“(d) No law passed by the Congress can be invalid 
when it does no more than to carry out a power vested by 
the Constitution in the Congress; and 

“(e) Subsequent valid laws have rendered strict per- 
formance of the gold clause legally impossible.” (Matter 
of Missouri Pacific Railroad Company.) 


It may be of interest to note that on July 3, 1934, the 
New York Court of Appeals also held the gold clause 
resolution of Congress valid. (Norman v. Baltimore and 
Ohio Railroad Company.) 

An early decision by the Supreme Court as to the 
ralidity of the gold clause resolution is anticipated, inas- 
much as cases involving this resolution are now before the 
Court. Until this decision is handed down its status is not 
conclusively decided. However, it may be said that Judge 
Faris has presented an appealing set of conclusions upon 
which to rest his decision. ‘The power of Congress in con- 
nection with a function assigned to it is as complete as that 
of a legislature under a unitary system of government. 
It is limited only by the limitations placed upon it in the 
Constitution. ‘These limitations mostly safeguard private 
rights. The law abrogating gold clauses is “retrospective, 
but the clause of the Constitution inhibiting legislation 
which shall impair the obligation of contracts applies only 
to the States. Neither does it appear that the Fifth 
Amendment offers an obstacle to the validity of the resolu- 
tion of Congress, since, if Congress possesses plenary 
power over the currency, the reasonably necessary and 
proper exercise of such power would be considered due 
process even though incidental property losses inevitably 
res as has often occurred in connection with regula- 
tions of commerce and other Federal regulations. 
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The currency powers brought into use in connection 
with the Emergency Banking Act of 1933 were challenged 
in a case before a Federal District Court in New. York last 
year. The case involved the anti-hoarding clauses of the 
Emergency Banking Act. 

One question passed upon by Judge Woolsey, who 
rendered the opinion, was whether Congress has power, 
under its currency authority, to investigate (through the 
agency of the President, as provided in section 2 of title 1 of 
the 1933 Act) throughout the nation the whereabouts of 
gold bullion or gold coin, to require reports thereof, and to 
make regulations to the extent of prohibiting private 
hoards of gold. ‘The Court, taking cognizance of the bank- 
ing and currency emergency existing when the law was 
passed; holding that the powers of Congress over the cur- 
rency are very broad; and holding that as an incident of its 
currency powers Congress must also have power to legislate 
with regard to gold bullion held by individuals and treat 
such bullion as a commodity affected with a public interest, 
concluded that Congress, when it considers a national emer- 
gency demands control of gold, may control gold in such 
manner and to such extent as it deems advisable, provided 
always that it does not violate the constitutional rights of 
citizens. The Court concluded that section 2 of title 1 of the 
Emergency Bank Act was valid. 

Another question involved in this litigation was whether 
Congress (as provided for in section 3 of title 1 of the 
Act) could authorize the Secretary of the Treasury, when 
in his judgment such action is required to protect the cur- 
rency of the nation, to requisition all gold and gold certifi- 
‘ates in exchange for any other coin or currency current 
at the time. After emphasizing the close relation of the 
commodity, gold, to the currency system, the breadth of the 
eminent domain powers of government, and the fact that 
the determination as to the kind of property to be taken 
by the Federal Government under its power of eminent 
domain and the method of taking such property are ques- 
tions of legislative policy, Judge Woolsey held that section 
3 was a valid exercise, by Congress, of a power incident to 
its currency powers. 

Another question raised in the case was whether Con- 
gress unconstitutionally delegated legislative power to the 
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President and Secretary of the Treasury in sections 2 and 8 
of title 1 of the Emergency Bank Act. Reviewing the 
long-time recognition of the right of Congress to deleg: ite 
to the executive branch of the Government the authority 
to make needful rules and regulations and pointing out 
that in the anti-hoarding acts Congress had established (a) 
the policy to be followed, (b) the contingency upon which 
it was to be followed, and (c) the punishment for violating 
the regulations to be imposed, the Court concluded that 
there was not an unconstitutional delegation of legislative 
authority in the procedure adopted by Congress. 

This case (Campbell v. Chase National Bank) was 
appealed to the Supreme Court. On February 12, 1934, 
the appeal was dismissed and on February 19 a motion to 
reinstate the appeal was denied. 

Congress, under the Constitution, possesses the author- 
ity to “regulate the value” of money. Under a strict con- 
struction of the Constitution, this power of Congress would 
seem to imply nothing more than to determine the weight 
of coins struck and the fineness of the metal contained. 
Mr. Justice Field, in a dissenting opinion in the Legal 
Tender Cases, stated that the “power of regulation con- 
ferred is the power to determine the weight and purity of 
the several coins struck, and their consequent relation to the 
monetary unit which might be established by the authority 
of the government.” 

“So, under the power to coin money and to regulate its 
value, Congress may . . . issue coins of the same denomina- 
tions as those already current by law, but of less intrinsic 
value than those, by reason of containing a less weight of 
the precious metals, and thereby enable debtors to discharge 
their debts by payment of coins of the less real value.” 
(Julliard v. Greenman. ) 

Congress has exercised the power referred to here since 
the early days of our monetary history. By a law passed in 
1834 it reduced the gold content of the gold dollar and by 
an act of 1853 the silver content of subsidiary silver coin 
was reduced nearly 7 per cent. In 1933, Congress 
authorized the President, under certain exigencies, to cut 
the specie content of the basic gold dollar by as much as 
50 per cent. Early in 1934, Congress further authorized 
the President, in his discretion, to vary the specie content 
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of the gold dollar from 50 to 60 per cent. of its former con- 
tent. Pursuant to this legislative policy, the President 
actually has reduced the specie content of the dollar by 
approximately 41 per cent. While there has been consider- 
able criticism of the policy of Congress in adopting such 
drastic reduction in the metallic content of the dollar, it 
would seem that Congress was acting within the limits of its 
power. If the power to vary the specie content of money 
rests with Congress, it would not appear to be a matter 
of judicial function to decide upon the extent to which Con- 
gress might exercise its admitted power. A more debatable 
argument against the recent devaluation might be that it is 
unconstitutional for Congress to transfer to the executive 
branch of the Government its authority to regulate the 
value of money. Only the courts can decide, but in answer 
to the contention mentioned, the reply can be made that 
Congress—in its recent legislation relative to the metallic 
content of the dollar—has laid down the policy, in its broad 
outlines, to be followed; has specified limits to the executive 
discretion; and has specified the conditions under which such 
executive discretion is to be exercised. These are customary 
elements in a proper delegation of Congressional authority. 
The Fifth Amendment is not likely to be considered as 
violated by the devaluation of the dollar. In a case in 1923, 
the Supreme Court held that the Fifth Amendment “has 
never been supposed to have any bearing upon or to inhibit 
laws that indirectly work harm and loss to individuals. A 
new tariff, an embargo, a draft or a war, may inevitably 
bring upon individuals great losses; may indeed render 
valuable property almost valueless. They may destroy the 
worth of contracts.” (Omnia Commercial Company v. 
United States.) Apparently an act of Congress devaluing 
the dollar and reducing the real worth of contracts ex- 
pressed in terms of dollars would fall within the class of 
legislation referred to in this case. 

Would it be possible for Congress, as a means of more 
effectively regulating the value of money, to further extend 
its control over the credit circulation of the nation? The 
question embodies an interesting speculation. “Value,” as 
used here, refers to general purchasing power, which is 
vitally affected by the volume and velocity of credit. 
According to Madison’s exposition of the implication of 
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the term “value” and the construction placed upon it by 
some members of the Supreme Court it possesses a much 
narrower meaning than that of general purchasing power. 
It will be recalled, however, that Salmon P. Chase believed 
that Congress, relying on its powers to levy taxes and 
regulate commerce and the value of coin, “possesses ample 
authority to control the credit circulation which enters so 
largely into the transactions of commerce and affects in so 
many ways the value of coin.’ (Italics mine.) 

Considering the expansion of the currency powers under 
the liberal decisions of the Supreme Court, it appears un- 
likely that unfavorable decisions in the near or distant 
future will seriously interfere with the carrying out of 
Congressional policy on currency matters. If such be the 
‘ase, undesirable currency legislation will be more effec- 
tively forestalled in Congress than in the courts. 


AIR CONDITIONING FOR BANKS 


A FEW years ago, I went to Mexico City in mid-winter. That 
city is 8,000 feet in altitude. I found that the difference between 
the sunny side of the street and the shady side of the street was 
the difference between a palm beach suit and an overcoat. I have 
been told that this illustration of temperature difference is noth- 
ing comparable to the change in temperature between the deposit 
side of the bank and the loan side of the bank! As a matter of 
fact, someone has suggested to me that in this modern day of air- 
conditioning and cooling, it would only be necessary for banks to 
put these devices on the deposit side of their buildings—that the 
other side was cool enough to take care of itself —Harrison Jones, 
executive vice-president, The Coca-Cola Company, Atlanta, Ga. 
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I 
HIS article inquires into the possibility of separating 
the primary bank deposits from the borrowed de- 
posits. ‘These two have never been regarded in this 

country as belonging to different species. There is no 
doubt, however, about the difference in origin. The pri- 
mary deposits come from money savings; the others result 
from an exchange of promises and are evidenced by book- 
keeping entries. The first represent accumulated savings; 
the second represent current :1id prospective savings. 

If the primary deposits can be divorced from those 
that are derived from bank loans, it will be an easy mat- 
ter to protect every depositor of savings in the same way 
in which we have successfully protected the holders of na- 
tional bank notes. We should also be better able to under- 
stand the creation and control of the borrowed deposits, 
which make up the greatest portion and most elastic part 
of the purchasing power of the community. 

A part of the capital saved by individuals and business 
enterprise is hoarded in the form of coins, government 
paper money, and bank notes. Another part of the sav- 
ings of the community is deposited in banks. Another and 
much larger part is invested in land and goods and stocks 
and bonds, insurance policies,.and in other forms of wealth. 
Money and the primary deposits along with land and goods 
perform an economic function which is commonly de- 
scribed as “store of value.” All of these are also some- 
times used to perform another function; i.e., for media of 
exchange. Money, of course, is the most acceptable and 
most frequently used medium of exchange. In the course 
of evolution we are finding. it unnecessary to take from 
storage the precious metals and. use them for making 
coins, Instead we use payer tokens. Paper money and 
saved bank deposits continue to serve (among others) two 
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purposes: media of exchange and store of value. As for 
the borrowed deposits, and the checks drawn against them, 
have we not here something which serves almost exclusively 
a single purpose—that of a token of exchange? 

Most of the bank deposits of the country are borrowed. 
Some writers refer to these as “derivative.” Only a small 
fraction of the total are primary deposits. There is of 
course a difference of opinion as to whether it is possible 
to make any separation or distinction between the two kinds 
of deposits. It is not easy to determine just what por- 
tion of the total is primary and what portion is derivative. 
We can approach the subject by comparing the total de- 
posits with total reserves. Is it not true that the aggre- 
gate deposits of all banks over and above the actual re- 
serves of standard money in the aggregate are “manufac- 
tured,” or created by an amalgamation of promises? 

While we may not hope to establish a new division of 
labor in the money economy, separating the storage of value 
function from the exchange function, we can do something 
in that direction. It is here submitted that it is possible and 
desirable to separate the primary from the borrowed de- 
posits for the purpose of protecting the former and improv- 
ing the efficiency of the latter. 


II 


Since 1844 no serious attempt has been made to separate 
money to hold from circulating money. In that year the 
Bank of England was divided into two departments. One 
of these was the “issue department” and the other was 
the “banking department.” The first was intended to pro- 
vide the country with money to hold. It was calculated that 
a fairly constant quantity of bank notes would not be pre- 
sented for redemption, since’ they would be required for 
pocket money and till money. The bank notes so author- 
ized were called the “fiduciary issue” and were protected 
by a pledge of government securities. All notes issued in 
excess had to be secured by a 160 per cent. deposit of gold. 
The banking department ‘held’ the reserves for the other 
banks and by means of changes: in the rediscount rate at- 
tempted to control the credit noney of the country. 

Before the Bank Act of 184% currency was mostly in the 
form of bank notes. This act applied what was known 
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as the currency principle; yet the notes of the Bank of 
England had no more elasticity than gold. In order to 
fill the need for an elastic currency, there gradually de- 
veloped the modern system of deposit banking. 

A similar development occurred in the United States, 
though it was not until after the Civil War that checks 
against deposits began extensively to replace bank notes 
as the most important currency. At the beginning of the 
Civil War there were about 1500 different state banks in 
the United States issuing about 7000 different kinds and 
denominations of bank notes. 

When banks hand over their own bearer notes in ex- 
change for the promissory notes of their customers, the 
bank notes so issued have a natural tendency to dilute the 
circulating media because a bank note tends to stay in cir- 
culation after its purpose as a ticket has been served. 
This tendency was evident in the United States in the 
period before the Civil War. Excessive issues and the 
absence of contractability caused the paper money to de- 
preciate. The consequent unsatisfactory currency situation 
was one of the reasons for the establishment of the na- 
tional banking system. The National Banking Act of 
1863 provided for the issue by national banks of notes 
secured by United States Government bonds. In 1865 
Congress taxed out of existence the note issues of state 
banks. Since this date all national bank notes have been 
secure and universally acceptable. They lacked the quality 
of elasticity, however, and ceased to be used primarily as 
a means of payment over the counter immediately in ex- 
change for commercial loans. Instead of supplanting the 
state bank notes of the ante-bellum days, they came to be 
used for the same purpose as standard money; that is for 
money to hold rather than for circulating money. Cus- 
tomers now usually take their loans in the form of de- 
posits subject to check. The volume of bank deposits in- 
creased from less than one billion dollars before the Civil 
War to fifty-six billions in 1928. Only a small part of 
this increase can be accounted for by an increase in govern- 
ment money. Most of the increase came from bank loans. 


III 


It has been said that the British Empire was created 
in a prolonged fit of absent-mindedness. The same thing 
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could be said about the development of our system of loan- 
deposits. We have not been conscious of the distinction 
between the deposits of money saved, on the one hand, and 
borrowed deposits on the other. Just how are the deriva- 
tive deposits manufactured? ‘There seems to be an assump- 
tion that they sprout up like a living organism from the 
roots of gold or other standard money. That idea is 
erroneous. Bank credit is an artificial or institutional 
structure. It is made by man and is not organic or natural. 
Aristotle, speaking of interest, objected to the idea that 
money could beget money; yet we hold to the idea that 
credit is an offspring of money. Adam Smith compared 
paper money to a highway through the air, supplementing 
or adding to the highways on the surface. His inorganic 
analogy appears to be accurate. There is no good reason 
why our airways should maintain a certain ratio to the 
concrete roads on the surface. It is here submitted that 
there is no necessary dependence of bank credit upon re- 
serves of standard money. As a matter of fact, a sufficient 
limitation of the quantity of loan-deposits eliminates the 
necessity for reserves. But more of that later. 

The circulating media resulting from borrowed de- 
posits result from a simple exchange of promises. The 
borrower gives his promise evidenced by commercial paper; 
the bank promises to honor checks against the deposit 
credit up to the proceeds of the discounted paper. If we 
look at the banking community as a whole, we may say 
that normally checks against these borrowed deposits are 
not cashed. They, are redeposited by the payees or in- 
dorsee and these new depositors in turn draw checks when 
they wish to use the money. Of course, under the existing 
practice, a few checks are actually cashed. It will be ex- 
plained later that irredeemable checks might be very use- 
ful at times. 

Through the medium of a commercial bank, producers 
become members of a co-operative community. They ac- 
quire purchasing power without having to arrange credit 
terms with the particular owner of the supplies or services 
which they must have immediately. Commercial banks 
perform a liquidation service. They transform dead stock 
into dynamic units of trade. For example, manufacturers 
of plows and shoes and radios simultaneously borrow and 
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produce on the strength of a farmer’s agreement to raise 
wheat with which to pay for plows and shoes and radios. 
This is mortgaging the future by means of mutual trust. 
Men without saved capital, but men of promise, can join 
with one another and by means of an interchange of 
promises through the medium of a good banker can create 
a kind of capital which should enable them to compete 
successfully with the owners of accumulated wealth. 

Bank credit is an instrument for the co-ordination of 
the economic forces of the community. A bank is a local 
planning board which determines what shall be produced 
with borrowed capital and how much shall be so produced. 
It arranges in advance for production and provides a 
clearing-house for the accounting and settlement of prom- 
ises. ‘The ability to settle balances according to promises 
is one measure of industrial efficiency. 

Commercial credit is elastic and economical. If the 
system of reserve requirements could be improved, bank 
credit could be expanded and contracted according to needs. 
If properly controlled in a period of business expansion, it 
prevents a decline in the price level that would otherwise 
occur because of the shortage of gold. It is especially eco- 
nomical in emergencies; for example, to bring buyers and 
sellers together in a depression so as to make work for the 
unemployed. Experiments with stamp scrip rather feebly 
attempt to do just what commercial banks ought to have 
been doing all the time. 


IV 


The object of this study is to inquire into the feasibility 
of separating the saved deposits from the borrowed deposits. 
The first serious objection to the proposal is the lack of a 
general understanding of the nature of commercial bank 
credit. A study of the problem should have at least one 
practical result: a better understanding of our system of 
money. Are checks against borrowed deposits anything 
more than tickets or tokens? Are they like street-car tokens 
with reference to necessary reserve requirements? Bank 
loans are usually created for a particular purpose and go 
out of existence when that purpose is served. Perhaps 
checks are counterparts of these loans and, like poker chips, 
are cashed in and retired when the game is over. Another 
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question concerns the proper duration of loans. Why are 
commercial loans usually limited to a maximum of ninety 
days? The shorter the loan, the greater the predictability 
of repayment. It that the only reason? Should we manu- 
facture deposit currency to build a canal or to finance the 
construction of a new apartment building? The writer 
admits that he can give no definite and satisfactory answer. 
In general, we might venture the answer that if the credit 
is wanted to finance a new transaction, we should make cur- 
rency immediately available for the purpose. 

An understanding of the nature of primary deposits 
leads to the conclusion that the care of the savings of the 
people requires little banking skill. As far as the primary 
deposits are concerned, a good banker is nothing more than 
a dependable custodian and bookkeeper. On the other 
hand, the creation of the borrowed deposits requires the 
services of expert bankers and economists. 

The separation of the derivative deposits from the pri- 
mary deposits opens up the possibility of protecting the 
latter in the same way in which we have successfully pro- 
tected the holders of national bank notes. They can be 
secured by a pledge of government bonds. ‘This would 
require no revolutionary legislation. It is already done to 
secure nearly all public deposits. Perhaps most banks 
would not have to purchase additional government bonds, 
since the volume of primary deposits is not large. The 
separation of the two classes of deposits could be made in 
the same institution; or the primary deposits might be 
removed to a separate corporation, the postal banks, for 
example. Savings institutions with investments in other 
securities than government bonds might be relegated to the 
position of investment trusts for the keeping of savings not 
intended to be so readily convertible into standing money. 
The pledging of government bonds against primary de- 
posits should appeal to state banks that do not wish to come 
into the Federal deposit insurance system, which, inci- 
dentally, follows substantially eight bad examples in the 
history of American state banks. 

The owners of borrowed deposits are already well pro- 
tected under the present law as long as the lending bank 
retains the note of the borrower, since the borrower is 
entitled to set off the amount of deposits in his favor (the 
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unexpended balance of his borrowings) against the amount 
he owes the bank. He is not required to pay the full 
amount of his loan and come in pro rata with the other de- 
positors.". On the contrary, he suffers no loss whatever in 
case his bank suspends. This rule is a rank injustice to the 
owners of primary deposits. The widows and orphans who 
have placed their savings in the care of commercial banks 
suffer a loss that results from the delinquencies of another 
class of depositors—the owners of the borrowed deposits. 
Vv 

If derivative deposits may be created independently of 
reserves of standard money, it would be possible to begin 
and operate a loan-deposit banking business without any 
investment of capital stock and without any cash deposits. 
It is conceivable that a community might use no money 
other than checks against borrowed deposits. Such banking 
community, however, would have to be economically self- 
sufficient. Theorizing about this situation takes on the 
nature of Robinson Crusoe fictions; but fictions are often 
useful to explain facts. 

In order to dispense with reserves, it would be necessary 
to abandon the pretense that deposits may be converted into 
money. Bank deposits have never been convertible in fact 
if at any time a simultaneous effort should be made to con- 
vert all existing deposits. Certain advantages would result 
from the abandonment of the fiction of convertibility. There 
can be no runs on a bank if the bank makes no pretense of 
paying checks in specie or other government money. By 
agreement or by law the normal habit of redepositing 
checks can become the only method of utilizing them. In- 
convertible paper money (that is, money not redeemable in 
specie) has not been altogether unsatisfactory; inconvertible 
checks (that is, checks redeemable only in deposits subject 
to check) might not be wholly unworkable. 

A reserveless bank dealing exclusively in the handling 
of borrowed deposits would need to deal with a diversified 
class of borrowing producers. Its clientele should include 
farmers, manufacturers, mines, railways, warehousemen 

An annotation on the law in regard to set-offs of corporations in receiver- 
ships is found in 71 American Law Reports 804. Recent examples: Ghinger v. 


Fanseen, 172 Atl. 74 (Maryland, 1934); Reichert v. Farmers’ State Savings 
Bank, 248 N. W. 630, 263 Mich. 305 (1933). 
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and merchants. It could begin operations by making loans 
to all of these producers, it being understood that all checks 
against the borrowed deposits are not to be cashed, but are 
to be redeposited by the payees and used for financing new 
transactions or for the retirement of loans. The assets of 
such a bank would consist of loans and discounts; the 
liabilities would consist of deposits and surplus. When a 
customer makes a deposit the bank’s bookkeeper would 
credit the amount to the account of the depositor and debit 
the account of the drawers of the checks. Sometimes the 
payee-depositor will use his checks for the retirement of 
loans. Like mutual insurance companies, these banks would 
need no capital stock. The surplus, derived from interest 
and discount, would be available for the payment of the 
operating expenses of the bank, it being understood that 
vashier’s checks against this surplus would also be accept- 
able in the community. 

What would happen if this bookkeeping institution were 
too literally managed—if loans were granted too freely? 
The quantity theory of money tells us that over-expansion 
of purchasing power would be evidenced by a rise in the 
general price level. This would not be harmful if all prices 
moved together. Since some prices are sticky, it should 
be desirable to maintain an even general average of prices. 
Instead of maintaining a stable level of prices, the credit 
might be managed so as to maintain a fixed price of one 
commodity, such as gold. Redemption in gold would not 
be necessary in order to maintain parity with gold. All 
that is necessary is to limit the quantity of loan-deposits 
subject to check. If the community does maintain its 
checks on a purchasing power parity with gold, it could 
‘arry on international trade in terms of gold very con- 
veniently. It would not be necessary and would perhaps 
be undesirable that the bank should itself deal in gold. 


Vi 


If the foregoing situation is too far from realities, let 
us bring it into line with things as they are. Let us estab- 
lish an institution which deals in borrowed deposits, but 
does not accept any deposits of saved money. This institu- 
tion does, however, find it desirable to keep a reserve of 
gold or other standard money. There are, then, two kinds 
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of money in the community: government money or standard 
money, and checks drawn against borrowed deposits. A 
fund of standard money is provided to take care of “foreign 
trade”; that is, to cash checks for parties who do not wish 
to continue their dealings with the bank. The question now 
arises as to where the bank should get its cash reserves. 
Should it begin to receive primary deposits and use other 
people’s money’ Although that is what we are doing 
today, it is an iniquitous system. Why not organize these 
loan-deposit banks after the fashion of the Productive 
Credit Associations established in 1933 as a part of the 
Farm Credit Administration? Here prospective borrowers 
must buy stock equal to 5 per cent. of the loan desired. 
The remainder of the capital of the Productive Credit As- 
sociations now comes from the Government and from redis- 
counting. Instead of drawing on the Government or private 
lenders or depositors, it is possible to eliminate outside 
sources of capital funds by enlarging the field of lending 
operations to include non-agricultural borrowers and by 
building up derivative deposits in the same way as com- 
mercial banks have always been building up borrowed 
deposits. The general acceptability of checks within the 
association would to that extent provide circulating media 
to take care of all transactions within the association. 
Funds for transactions with outside parties could be ob- 
tained from the original subscriptions to capital stock 
supplemented by earned surpluses. These surpluses or 
reserves should have some relation to the proportion of 
“foreign trade” to domestic transactions. 

These improved productive associations would be sub- 
ject to the same bad management as are commercial banks 
today, but the loss resulting from bad banking would fall 
not upon persons who had entrusted the bank with their 
savings, but would fall upon the stockholder-borrowers 
whose delinquencies for the most part contribute to over- 
expansion. Some loss might accrue to holders of outstand- 
ing checks who are not borrowers. Upon the exhaustion of 
cash reserves, it should not be necessary to suspend com- 
pletely the operations of the bank. A delinquent bank 
could be required to suspend the business of making loans 
or at least should be required to raise its discount rate until 
the volume of deposits is reduced to the point where the 
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purchasing power of its checks is restored to that of 
standard money. Checks against a partially suspended 
bank could still be received on deposit, the new deposits 
being continuously subject to check. During suspension 
these checks would be depreciated so that the loss to the 
holders would be felt in the higher prices demanded in 
terms of checks on the delinquent bank. ‘This situation 
would be less harmful than the existing practice, which 
throws a heavy loss immediately upon the owners of 
primary deposits who have been in no way responsible for 
suspension. It has been argued that checks on delinquent 
banks would not be used at all. On the contrary, the opera- 
tion of Gresham’s law would mean an acceleration in their 
rate of circulation, 

Notwithstanding the fact that under the system here 
proposed there is no necessity for central reserve banks, 
there should be a place for some central co-ordinating 
agency. ‘The kind of co-ordination we now have results in 
great depressions—an unnecessary contagion. Local banks 
could make use of more production and price statistics than 
are now available. Perhaps a central government agency 
could make the acceptance of its advice compulsory. For 
example, a predicted over ‘production of beef would be fol- 
lowed by a compulsory rise in the discount rate on cattle 
loans. A similar adjustment could be imposed by a govern- 
ment tax, but there would be less political objection to 
control through the interest rate. 

Since competition among lending banks has been partly 
responsible for over-expansion of commercial loans, the local 
banks could operate more efficiently if they were not con- 
ducted for profit. Governments usually set maximum 
dividend rates on shares of stock in central banks. Central 
banks are conducted not for profit, but for the accommoda- 
tion of the business community. The same rule should be 
applied to the banks dealing directly with borrowers. 
Bankers should perhaps be selected like judges of the Su- 
preme Court or like city managers. Salaries should be high 
and not proportioned to the volume of loans nor to the 
rate of interest. 

This is a proposal for localization of bank credit. It is 
co-operative, but not socialistic. It leaves room for com- 
petition among producers of goods and services. It will 
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appeal to those who fear the dangers of centralized _politi- 
al power. It leaves the details of economic planning to 
local borrowers and bankers. If the control of money and 
credit is localized we shall have local depressions and de- 
pressions in particular industries, but we should be able to 
avoid those sympathetic disturbances extending throughout 
all countries and all industries. While we may not hope 
to eliminate the hundreds of little business cycles which we 
have always with us, we can hope to eliminate the business 
evcle. 


OPPORTUNITY 


THE national opportunity available to use for ending the depres- 
sion is a brilliant one. It consists in the immense shortages that 
have accumulated during the past five years in construction and in 
durable industrial goods. Not all of them need to be made up 


but a large part of them do if we are to maintain our accustomed 
standards of living. In theory the present accumulated shortages 
of durable goods amount to as much as the normal output of all 
the durable goods industries for two and a half years. If all that 
accumulated shortage had to be made up, those industries in order 
to do it would have to operate at 25 per cent. above their normal 
rates for 10 years.—Col. Leonard P. Ayres, vice-president, Cleve- 
land Trust Co. 





A Sound Real Estate Loaning 
Policy 


By Wi. C. Woop 


Vice-President and Manager, Bank of America, N. T. §& S. A., Oakland, Calif. 


The following is the text of an address made by Mr. Wood before the 
Savings Division Meeting at the recent convention of the American Bankers 
Association. Mr. \Wood’s treatment of this important banking problem was 


so outstanding that we are publishing it in full herewith for the benefit of our 
readers.—Enpitor. 


EFLATION of real estate values has brought with 
LD it problems which concern every major department 

of banking: commercial, savings or trust. In the 
commercial banking field, the asset side of many a borrow- 
er’s financial statement has been greatly deflated since 1929 
because of the rapid decline of real estate values. In sav- 
ings and trust departments, banks have had to reckon 
with a lowering of real estate security values that in many 
instances has narrowed the borrower’s equity down to a 
very slim margin, and in some cases to the vanishing point. 
We have been made poignantly aware, during the last five 
years, that sleeping loans are subject to nightmare; that 
it is not good banking to allow even a real estate loan 
made on ample security to ride indefinitely without a pro- 
gram of liquidation based upon the borrower’s ability to 
pay; that any real estate loan, if it is to be classed as good, 
must be made on the basis of its collectibility of principal 
within a reasonable period, as well as on the basis of col- 
lectibility of interest. 

Most bankers can cite instances that give point to the 
observation I have just made. ‘They can recall, for ex- 
ample, at least one loan made flat to the estate of a success- 
ful pioneer on what was regarded as gilt-edge real estate 
security at the time, for the purpose of meeting the ob- 
ligations of the estate and providing each of the heirs with 
a substantial sum of money to be used in his own enter- 
prises. During times of prosperity, the heirs collected the 
income from the property and spent it, paying nothing on 
the principal. The effect of such policy on the part of the 
owners was to make the bank a limited partner in the real 
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estate holding instead of a creditor. During the years that 
passed since the loan was made, the property depreciated 
in value and became increasingly obsolete. When pressed 
for payment in times of prosperity, the borrowers had re- 
plied that the loan was amply secured and declined to pay 
or even reduce the loan. However, when the depression 
came, the property value was quickly deflated, obsolescence 
became apparent when neighboring landlords began to com- 
pete for tenants at greatly reduced rentals, the tenants 
became restive and either secured substantial reductions in 
rent or moved to more modern quarters, which resulted 
in a depletion of income from the property to a point where 
varrying charges could not be met. ‘The only course left 
to the bank was foreclosure on a greatly depreciated and 
obsolescent property, with probable loss and without the 
possibility of taking a deficiency. 

Bankers can also recall a borrower who purchased a 
home, partly with inherited money, partly with corvaned 
funds, lived in the home for fifteen or twenty years upon 
payment of interest and taxes only, using up that part of 
his income that should have gone into debt reduction, and 
then when depression came and he was pressed for reduction 
of the loan to make it a conforming one, came into the bank 
and left the key to the house, suggesting that his debt had 
been fully discharged by his surrender of the property. 
The banker found to his sorrow that he had been a pur- 
chaser of the property rather than a creditor. 

Most of us can also recall the borrower who saved 
enough money to purchase an equity in a home during 
his earlier and steadier years, later neglected payments 
on the debt, using up his entire income in an effort to keep 
up with the Joneses, and then, after the property had de- 
preciated to a point where the borrower had no equity 
that he could sell, lost his job during the depression and 
with it his ability to meet carrying charges, leaving the 
bank no alternative but to dispossess him. 

Who among us cannot recall the temporarily successful 
operator who bought business property or built an apart- 
ment house at the beginning of a boom, borrowing flat all 
that he could toward the purchase price, milked the prop- 
erty of its income for years to use in further speculation, 
and then became insolvent because of deflation, deprecia- 
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tion and obsolescence, leaving the bank to work out its 
investment as best it could. ; 

It is loans of the types I have briefly sketched that 
have furnished most of the problems in real estate banking 
during the last five years. Most of us have come to the 
conclusion that flat loans on real estate, made for an in- 
definite period to borrowers who haven’t other resources 
of ample amount, coupled with demonstrated character and 
business ability, are not good banking assets and should 
be kept at a minimum, ‘To extend credit on such a basis 
has not proved to be of advantage to the borrower or the 
lender. Rather has it been to the disadvantage of the bor- 
rower because it encouraged him in unsound business prac- 
tices. From the standpoint of the bank, it was not good 
policy to make or carry such loans since it meant in the 
long run in all too many instances the slow purchase by 
the bank of real estate for more than the realizable value 
at the time of getting possession. At best it meant the 
inclusion of a slow banking asset in its loan pouch over 
a long period of years. 

In reviewing flat loans on real estate coming up for 
renewal, many bankers have, up to recent times, taken no 
account of depreciation on improvements, but have renewed 
on the basis of the original appraisal. At the end of ten 
years, unless there was appreciation in the value of the 
land, which appreciation should be greatly discounted be- 
cause it may be of ephemeral and temporary character, 
the property was, by reason of depreciation of improve- 
ments alone, probably worth from thirty to forty per cent. 
less than it was at the time of making the loan. The se- 
curity behind the loan is much less desirable than it was 
when the loan was made, and-a fair appraisal must take 
account of that fact. Moreover, improvements and changes 
in the style of buildings, particularly in the case of homes 
and apartment houses, have rendered these types of se- 
curity more or less obsolescent, and this obsolescence is not 
fully covered by the amount of depreciation to which I 
referred. A ten-year-old apartment house, unless it has 
heen subjected to extensive remodeling and renovation, 
has passed into the second class, with consequent reduction 
in income due to lower rentals and increased vacancies. 
The same is true, perhaps in lesser degree, in the case of 
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homes. If the principal of the home or apartment house 
loan remains constant, in the face of depreciation and grow- 
ing obsolescence, the loan is becoming progressively less 
desirable as a bank asset unless there is an offset in land 
value appreciation. Moreover, if a borrower, over a period 
of years, is unable to reduce the principal of his loan, the 
probability is that he will not be able to reduce it in the 
future. ‘The bank may take comfort in the belief that it 
van force a sale and recover its principal. However, we 
must bear in mind that in a depression, when such loans 
usually come to a crisis, it is extremely doubtful whether 
the property can be sold to satisfy the debt. It is in times 
of prosperity that such loans should be paid, and_post- 
ponement of payment usually results in distress both for 
the borrower and the lender. 

In the case of loans on business properties, the situation 
is somewhat different. While the factor of depreciation 
is to be reckoned with, the factor of obsolescence due to 
changes and improvements in buildings is not so marked. 
However, in many cities there has been, during a period 
of the last ten years, a shift in trade centers which has 
ee Nigie in making old business blocks less desirable for 

rade purposes. Any such shift is bound to affect rentals 
ee realty values and impair the security back of the loan. 
This is obsolescence of another type, but such obsolescence 
must be reckoned with by both borrower and lender. ‘The 
value of property, from the loan standpoint, is based upon 
the earning power of the property, and any decrease in 

sarning power growing out of obsolescence of any type or 
character, results in a decrease in the real estate security 
back of the loan. 

This brings us to a consideration of the factors to be 
considered in the making of loans upon realty values. 
Whether a real estate loan will turn out to be good or bad 
is determined in no small measure by the interview with 
the applicant at the time the application is made. The 
interview is an opportunity for making an estimate of the 
borrower’s character, his business judgment, and his ability 
to repay the loan. Among the questions to be discussed 
are these: (1) For what purpose is the loan asked? (2) 
What is the borrower’s estimate of the value of the prop- 
erty? (8) What is the income from the property? (4) 
What are the carrying charges? (5) What are the sources 
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from which the borrower plans to make repayment? (6) 
What is the borrower’s financial status? (7) 1s he already 
heavily in debt and what is the status of his debts? (8) 
What is his income from all sources? (9) How do his 
expenses compare with his income? 

If possible, a financial statement should be secured and 
filed. ‘The future of the loan, when made, is wrapped up 
with the future of the borrower, so the lender is entitled 
to facts upon which he may base an estimate of the bor- 
rower’s future ability to pay his loan. If the loan is asked 
for a worthy purpose, the interview may proceed further, 
but if it is asked for an extravagant or highly speculative 
purpose, the interview might well end at this point. A 
potential borrower whose business Judgment is unsound, 
or who has extravagant or highly speculative tendencies, 
is not one that the bank should encourage by making him 
a loan. If the income from the property will carry the 
loan comfortably, or if the borrower’s total income and 
his future seem reasonably well assured, the loan may be 
entertained provided the character elements I have already 
referred to are satisfactory. 

After the application has been received, the appraiser 
will make a study of the property. In this connection 
we should bear in mind that the appraiser is a key man 
in the making of real estate loans. Upon his report de- 
pends much of the success or failure of such loans. He 
must know his community, its past and its present; he 
must also be able to make a conservative estimate of its 
future. He must take into account the future as well as 
the present status of the property concerned. He must 
report on the age and condition of the buildings, must 
analyze the income and operating expenses, and finally 
make an estimate of value, all factors considered. He 
should also indicate whether in his judgment the loan is 
desirable or undesirable, since loans in certain neighbor- 
hoods should for certain reasons be declined as undesirable. 

The loan is now ready for consideration by the loan 
committee. May I say at this point that every sizable 
real estate loan should be passed upon by a competent com- 
mittee. The judgment of one man, without review by a 
committee, is not nearly so good as the combined judg- 
ment of several loaning officers or directors. 'The com- 
mittee takes into consideration the report of the officer tak- 
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ing the application, particularly his estimate of the bor- 
rower’s character and business capacity. It also considers 
the application itself and the report of appraisal. It takes 
into account the type of security offered—whether it is 
business property, industrial property, an apartment house 
or a home. It hesitates a long time over an application 
for a loan on special types of property—such as a _hos- 
pital, club, private school, theater or industrial building. 
Generally speaking, loans to organizations whose members 
are loosely held together without much financial stake in 
the property on the part of individual members are not 
desirable loans to make. I have in mind an instance where 
a club was organized and no individual in the club had 
more than $500 invested and yet there was a $200,000 
loan on the property. ‘The committee will also consider 
the age of the improvements and should usyally decline to 
make full fifty per cent. loans on any apartment house or 
home over fifteen years old unless the borrower has sub- 
stantial means to take care of the loan in case the property 
cannot. On home property over twenty years old, it should 
give little more than nominal value to the improvements 
because of the elements of depreciation and obsolescence. 
It should check the appraiser’s estimate of the future of 
the neighborhood and consider the program of repayment. 
If the loan is finally approved, it should define the repay- 
ment program and require the officers to see that the pro- 
gram is carried out. A good committee will make few, if 
any, flat loans. On the contrary, it will bear down heavily 
on a reasonable amortization program, which we have al- 
ready observed is in the interest of the bank and the bor- 
rower. It is also in the interest of the community which, 
after all, has the right to expect that its funds shall not 
be loaned for an indefinite period to a few people, but be 
turned over as rapidly as can be in the building of a better 
community. 

We come now to a consideration of what constitutes a 
reasonable amortization program. On home loans, the pro- 
gram will depend upon the age and tyve of home. If it 
is a new home of a readily salable type, the loan may safely 
be made at the rate of 1% to 1 per cent. a month plus 
interest. If the home is new and of special type or extraor- 
dinary size so that it will probably not be readily salable, 
the rate should be at least 1 per cent. a month and interest. 
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In case of a home of readily salable type, over seven years 
old, the rate should be at least 1 per cent. and interest so 
that the loan will be fully repaid by the time the home is 
fifteen years old. In case of new apartment houses, the 
rate should be at least 1 per cent. a month and interest 
so that the loan will be repaid in a period of under nine 
years, which is the best earning time of an apartment 
house. In case of an apartment house over seven years 
old, the rate should be at least 1144 per cent. a month and 
interest so that it will be fully repaid before it reaches a 
stage of acute obsolescence. In case of business properties, 
the rate should be at least 1 per cent. a month and in- 
terest, depending upon the age of the building. In case 
of an industrial property, the loan, if granted, should 
be on such a basis as will insure repayment within a period 
of five years. However, as I have indicated, loans on in- 
dustrial properties are not desirable and should be made 
only in the case of borrowers who are financially well 
established, so that the risk of default will be slight. 

After committee action, the matter should be referred 
to the loaning officer to whom application was made, whose 
responsibility it will be to sell the repayment program to 
the borrower. It may stagger the borrower at the outset, 
but if he is a man of good business Judgment, he can in 
most instances be brought to see the advantage of the plan 
to him. He will be encouraged by the suggestion that 
through the amortization program, he will get the debt 
he is contracting paid within a reasonable period. He 
should be brought to a realization that as he pays, he is 
increasing his equity in the property; that as he pays, 
interest charges will steadily decrease. It should also be 
pointed out to him that by paying off the loan on an 
amortized basis, he will save the trouble and expense of 
renewing the loan more than once. He should be made 
to see that by amortizing the loan out of income, he is 
protecting himself in a way that will not interfere ma- 
terially with his plans, against any sudden call by the 
bank for payment in full or for a large reduction at one 
time. If he cannot see the wisdom of the amortization 
plan, after the loaning officer has exhausted his persuasive 
powers upon him, it would be well in most instances to let 
him seek the loan elsewhere. Better a pouch of reasonably 
safe loans with fewer borrowers than a multitude of non- 
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paying, temporarily satisfied clients whose good will you 
will lose in the day of reckoning that is almost certain to 
come. <A real estate loan on which no payments are made 
over a period of years has in it no element of good will 
sufficient to justify letting it ride indefinitely. 

All the work is not done when the loan is finally 
granted and accepted by the borrower on an amortiza- 
tion basis. The pledge of the borrower to pay installments 
must not be forgotten by either lender or borrower. Every 
well organized real estate loan department has a careful 
check-up and follow-up plan. Monthly notices of pay- 
ments due should be sent to the borrower. If payments 
are overdue ten days after notice, the borrower should be 
reminded of his default. If default continues for a period 
of twenty days, the borrower should be sent for and asked 
for an explanation. Whatever happens, the borrower 
should not be permitted to rewrite his ticket in his own 
way, which all too frequently happens when the borrower 
gets into the habit of defaulting in his payments. If he 
has good reasons for asking for a waiver of installments, 
such as sickness or unemployment, the matter should be 
passed upon by the committee. Waiver, if granted, should 
be for a definite period of say three or six months and the 
borrower should be informed definitely of such waiver and 
its limitations. Every effort should be made to prevent 
the borrower’s conversion of an installment. loan into a 
flat loan. If the defaulting borrower is diverting income 
from the property, the lender should insist upon an assign- 
ment of the rents. If he has life insurance, the lender 
may suggest that he borrow thereon to keep up his pay- 
ments in case the default continues beyond a reasonable 
period. It has also been found effective, after a default 
has continued after a period of several months with no 
success in getting it back on the installment plan, to sug- 
gest that he put in some other property as security. The 
banker should stand steadfastly on the amortization plan 
even though installments have to be waived or reduced 
temporarily. However, resumption should be _ insisted 
upon at the earliest possible date in the borrower’s, as 
well as the bank’s, interest. 

At this point, perhaps I should say something about 
the policy to be pursued in converting flat real estate loans 
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into installment loans. When a flat loan is up for renewal, 
then is an excellent time for inaugurating the amortization 
program. Many banks make the real estate loan run for 
only one year, with the expectation, however, that no re- 
newal will be required in most cases until a few months 
before the statute of limitations will have run. When the 
first year of the loan has run, the bank may insist upon an 
amortization program as a condition for continuing the 
loan. While it is generally more difficult to convert a flat 
loan into an installment loan than it is to get a new bor- 
rower to accept the amortization program, the difficulty 
can be surmounted in most instances if properly handled. 
The difficulty grows out of the fact that the borrower has 
become accustomed over a period of years to small pay- 
ments covering interest only, and has to rearrange his 
budget to take care of the installment on principal. Such 
rearangement may call for the sacrifice of some luxuries, 
but he should be brought to see that there can be no thrift 
without present sacrifices for future benefits such as gradual 
relief from interest payments growing out of gradual re- 
duction of principal. 

Clearly it would be impossible to require monthly or 
even quarterly installments on loans covering lands planted 
to annual crops. However, in case of loans to dairy owners 
and borrowers engaged in other pursuits where the income 
is fairly regular throughout the year, monthly or quarterly 
installments would probably be feasible and should be in- 
sisted upon wherever possible. In case of lands yielding 
annual crops, it would seem that the mortgage note cover- 
ing bank loans made for improvements and advances should 
run for one year with expiration falling, if possible, in the 

fall months when the crop returns come in, and with 
an installment required in case the cash value of the crop 
justifies it, such installment to be subject to waiver in 
case of crop or price failure. The farmer should not be 
permitted to convert the bank’s position as a creditor into 
a partnership between bank and farmer by coming to re- 
gard the loan as a permanent one. At any rate, some way 
_ be found to secure loan reduction while the farmer 
is making money, instead of postponing loan reduction to 
a period of economic stress when the farmer hasn’t the 
means to pay. It is to be hoped that either by legislation 
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or by interpretation of existing statutes, a way will be 
found to enable banks to make insured long term loans 
for the purpose of enabling farm minded people and the 
sons of farmers to purchase farm land under terms and 
conditions similar to those outlined for homes in the Na- 
tional Housing Act. These general statements of policy 
in the handling of farm loans find support in my observa- 
tion of farm loans made by several hundred banks while 
I was Superintendent of Banks of California. 

To conclude the discussion of amortization of loans, 
may I point out that real estate loans, all things considered, 
have stood up well during the period of depression. Among 
the assets of banks on which losses have been taken, real 
estate loans have been responsible for a smaller percentage 
of losses, computed on the basis of volume carried, than any 
other type of loan or investment. The percentage of loss 
on total real estate loans the country over is less than the 
percentage of loss on total commercial loans; less in fact 
than the percentage of loss on total bond investments. 
This is true in spite of the fact that a large percentage of 
real estate loans have been flat loans. 

I believe that our country is on the threshold of a great 
expansion of farm and home ownership; that our new 
policy of financing real estate makes this expansion pos- 
sible and at the same time safe from the banking stand- 
point. It is also desirable from the standpoint of social 
institutions and government. A state where a majority 
of the voters have a stake in the land will not be carried 
away by advocates of Utopian schemes. If we shape our 
future policy in the real estate loan field so as to have 
more farm and home owners; if we insist upon amortization 
of loans as a rule, we need have no fear of undue expan- 
sion in the real estate field. On the contrary, we shall be 
able to meet any future financial crisis with much more as- 
surance than we have met this one, even though the future 
depression should be as severe as the one which we hope 
is now passing. 
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Introduction.—The past few years have witnessed ex- 
tensive use of bank statements for purposes of conveying 
impressions of strength, developing confidence, quieting 
fear, and educating the public. The depressed economic t 
conditions during the years immediately following the stock 
market crash of 1929 with the accompaniment of wide- 
spread bank failures rendered it imperative that banks 
capitalize upon their statements to the greatest extent 
possible. This situation gave rise to numerous develop- 
ments in the use of statements which warrant treatment of 
this topic in a separate article. The use of statements by 
financial institutions as a merchandising medium is the 
result of a rather lengthy development, and that develop- 
ment will be considered before analysis of the use of state- 
ments is made. 

































The First and Second Banks of the United States.— 
The First Bank of the United States affords interesting 
evidence of the attitude of bankers toward the dissemination 
of information at that time. Banking in the early days of 
this country was conducted under a veil of mystery, and the 
public knew little or nothing of what was going on. Com- 
menting upon this attitude, an historian of the Bank of the 
United States has said, “Even the Bank of the United 
States, semi-public institution though it was, published no 
reports. Under the terms of its charter it was required to 
make reports of condition to the Secretary of the Treasury 
when called for, but not oftener than once a week. There 
is indispensable evidence that reports were made regularly 
but they were not given to the public.”’ The same attitude 
was maintained during the existence of the Second Bank 













*Holdsworth, John T. and Dewey, Davis R., The First and Second Banks 
of the United States, p. 111; cf. also, Ibid., Charter of the First Bank of the 
United States, pp. 126-135, p. 131, and Charter of the Second Bank of the 
United States, pp. 267-289, p. 277. 
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of the United States. In addition to these reports of con- 
dition to the Secretary of the Treasury, it was also provided 
in the charters of the First and Second Banks of the United 
States that “once in every three years the directors shall 
lay before the stockholders, at a general meeting, for their 
information, an exact and particular statement of the debts 
which shall have remained unpaid after the expiration of 
the original credit, for a period of treble the time of that 
credit; and of the surplus of profit, if any, after deducting 
losses and dividends.”* These requirements evidence the 
need for state supervision of banking and at the same time 
demonstrate the secrecy under which the banking business 
was conducted. 


Public Attitude—The public attitude toward the 
secrecy which shrouded banking operations at that time did 
not evidence satisfaction with such practices. An excellent 
illustration of this is a statement which Thomas Jefferson 
made in a letter to Albert Gallatin. This letter was written 


November 11, 1801, in reply to a letter containing some 
bank statements which Gallatin had sent to Jefferson, and 
read as follows:’ 


The bank statements are new to me and present curious informa- 
tion; to obtain a general idea I have brought them together as above, 
very inaccurately, omitting some items I did not understand, lumping 
others perhaps ill understood; but such an abstract accurately made 
would be interesting. For this purpose it would require in the first 
place a judicious form to be devised, and that sent to all the banks 
with a request they would put their statements into that form. It would 
then be easy to generalize every set of returns, and at the end of the 
year to make an average from the whole. And why should not the 
bottom line of the yearly average be presented to Congress? It would 
give us the benefit of their and of the public observations, and betray 
no secret as to any particular bank. 


It is interesting to observe from the latter part of this 
quotation that even though additional information on the 
condition of banks was desired, it was the intention to re- 
ceive this information en masse in order to prevent divul- 
gence of the secrets of the business of any particular institu- 
tion. At the same time, such statements indicate a growing 


*Ibid., p. 130 and p. 276. 
*Adams, Henry, The Writings of Albert Gallatin, Vol. I, p. 59. 
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desire for the dissemination of more information concerning 
the status of financial institutions. 


State Regulations——The practices early followed in 
the several states conform rather closely to the policy of 
the First and Second Banks of the United States. The 
journals of the various state legislatures and _ historical 
treatises on banking provide interesting information con- 
cerning the attitude of the states toward the supervision of 
banks in those separate jurisdictions. It was early the 
practice in New Hampshire to have returns for banks 
throughout the state sent to the governor.* Massachusetts 
banks under the provisions of an Act passed in 1803 were 
required to report on their condition semi-annually to state 
officials.” The early procedure in New York is demon- 
strated by a bill adopted in the Assembly of 1827 which 
read as follows:® 


It shall be the duty of every moneyed corporation hereafter 
created, on the first day of January after its incorporation, and an- 
nually on the same day thereafter, to make out and transmit to the 
comptroller, in the form prescribed by him, a full statement of its 
affairs, verified by the oaths of its president and cashier, or treasurer, 
or secretary. 


Each statement so transmitted was required to contain 
summarily information on the following items prescribed in 
the Act: 


Capital stock. 

Value of real estate owned. 

The number of shares of stock held, those owned and those 
being shown separately. 

Debts owed to the bank. 

Debts owed by the bank. 

Claims not acknowledged as debts. 

Liability as surety. 

Bills and notes in circulation. 


‘New Hampshire Senate Journal, June 14, 1821, p. 91. “A message was 
received from his Excellency the Governor by Mr. Sparhawk, the secretary 
communicating the returns for the several banks throughout the State.” 
Numerous quotations of this kind are found in these Journals. 

‘Conant, op. cit., p. 312. 

*Buchanan, James, Reports and Observations, pp. 35-40, Extracted from 
the Revised Laws of the State of New York, pasesd in the Session of 1827, 
pp. 37-39. 
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Also, 


1. Losses charged since last statement and dividends declared 
and paid. 

2. Amounts of debts due to and from corporation arranged for 
each month of the period. 

3. Bills and notes, loans and discount, and specie on hand on 
July 1 of same year. 


The Act also required that, 


It shall be the duty of the comptroller to enter every such state- 
ment received by him, in a book to be provided by him for that pur- 
pose, and which shall at all times, during office hours, be open to 
public inspection.‘ 


The last sentence of this quotation constitutes evidence 
of the evolution which had earlier begun in the attitude of 
the state toward publicity of banking affairs. The require- 
ments exacted of the First and Second Banks of the United 
States indicated the need for limited publicity in order to 


permit government supervision of banking, but that pub- 
licity was confined solely to the presentation of banking 
information to government officials. The attitude evidenced 
in the above quotation in making annual statements avail- 
able for public inspection is indicative of rapid progress and 
of a new attitude which has grown into that evidenced to- 
day. The public was no longer expected to trust blindly 
to state supervision, but those persons who desired were 
permitted to have access to the information received by 
the state. 


Further Development.—A bill enacted by the New 
York Legislature April 18, 1838, and called, “An Act to 
Authorize the Business of Banking,” indicates the next step 
in the development of the use of statements by providing 
for the publication of statements. This Act read as follows: 


It shall be the duty of the comptroller to cause the statement re- 
quired to be made by this action, to be published in a newspaper 
printed in the county where the place of business of such association 
is situated, and in the State paper; the expense of which shall be 
paid by such association.® 


Ibid., p. 39. 
*Laws of the State of New York, Chapter CCLX, Section 26, p. 21. 
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A law of 1843 required quarterly reports instead of semi- 
annual reports, and in 1851 the office of Superintendent of 
Banking was established. In 1853 a law required “weekly 
reports of loans, circulation, and specie and deposit from all 
banks in New York City. .. .’® Developments in other 
states were taking place at the same time, but it is not 
necessary to trace the history of each through its various 
stages because of the similarities which prevailed from state 
to state. 


Federal Developments.—An early development in the 
regulation of banking by the Federal Government is found 
in a bill passed by the House of Representatives, July 15, 
1862, which was entitled “A Bill (No. 568) to Provide 
for the Printing of the Annual Report of the Banks of 
the United States.”’® This bill was sent to the Senate and 
was there referred to the Committee on Printing from 
which nothing more was heard of it.’ The establishment 
of the National Banking System in 18638 also led to the 


publication of bank statements by statutory requirements. 
During the course of the debates concerning the National 
Banking Act several references are found concerning the 
necessity and desirability of reports. Concerning such re- 
ports, Senator Sherman implied the necessity for uniform 
reports by asking the question, 


Is it not better for us to have a uniform system of reports and 
restrictions by a general law, so that all the banks will stand upon 
the same footing; and we may then accomplish what we hope to get, 
a uniform national currency?!" 


The National Banking Act provides that, 


Every association shall make to the Comptroller of the Currency 
not less than three reports during each year ... and that... the 
statement of resources and liabilities, together with acknowledgment 
and attestation in the same form in which it is made to the comp- 
troller, shall be published in a newspaper published in the place 
where such association is established, or if there is no newspaper in 
the place, then in the one published nearest thereto in the same county, 


*Myers, op. cit., pp. 86-87. 

“Congressional Globe, Thirty-Seventh Congress, 2nd Session, Part 4, July 
15, 1862, p. 3341. 

“Tbid., p. 3352. 

“Congressional Globe, Thirty-Seventh Congress, 3rd Session, Part 1, Febru- 
ary 9, 1863, p. 824. 
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at the expense of the association; and such proof of publication shall 
be furnished as may be required by the comptroller.!* 


The attitude underlying these regulations is aptly sum- 
marized by the following quotation: 


The original purpose of the system of examination was the pro- 
tection of the Government and of the stockholders against palpable 
fraud, and was not intended to remit in any degree the vigilance of 
the directors of the banks. The public came by degrees to look more 
and more to the Government examinations for the assurance of the 
soundness of the banks, and the system has become one of the most 
important and characteristic features of American banking.'* 


These statements refer solely to examination of banks, 
but would apply with equal force to the publication of 
statements. 


Influence on Advertising.—Public attitude toward the 
regulation of banks, reliance upon required reports for 
judging the soundness of banks, and competition among 
bankers to publish reports have caused extensive use of 
bank statements as a merchandising medium since the de- 
velopment described above took place. Their use was first 
confined to the publication of statements according to legal 
specifications, but bankers soon began to publish state- 
ments in forms which differed from those legally required. 
Apparently bankers believed that if the law approved 
publication at regular intervals, there could be nothing but 
merit in more frequent publication. 


Public Dissatisfaction—RBankers confined the use of 
statements for the most part to publication in condensed 
form, until public dissatisfaction shortly after 1900 led to 
the adoption of more liberal practices. Shortly after the 
beginning of the twentieth century a few business men 
began to call attention to the numerous defects of bank 
statements as then published, and made suggestions for the 
use of statements which would convey the desired informa- 
tion to the public. A prominent advertising man has called 


“Brady, John E., Federal Banking Laws, pp. 69-70. Revised Statute 
Section 5211; February 27, 1877, c. 69, Section 1, 19 Statute 252; December 28, 
1922, c. 18, 42 Statute 1067; amended by Section 13 of the McFadden Act, 
February 25, 1927, c. 191, 44 Statute 1232. 


“Conant, op. cit., p. 375. 
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attention to the fact that even before 1910, while addressing 
the officers and directors of a bank, he had pointed out that 


It would be wonderful if some bank would come out with a simple 
statement of just what a bank is and what it does, discarding its 
favorite words and phrases such as debentures, gold basis, clearing- 
house certificates, collateral, and so forth, and talk with the words 
of the man in the street, who knew nothing about banking, but who 
was, nevertheless, a desired customer for the bank.!” 


During succeeding years, the complexity of condensed 
bank statements received occasional editorial comment of 
which the following is illustrative: 


There is no praticular reason why the balance sheets of banks 
and other financial institutions should be so camouflaged that the every- 
day business man fails to understand them. Custom and long usage, 
solely, are responsible.!® 


This editorial then presented a conventional condensed 
balance sheet and also presented a balance sheet which was 
explained in detail, commenting upon the advantages of 


the latter. 


Corn Exchange Statement.—The emphasis which was 
early placed upon the publication of balance sheets in 
readily explained form accomplished very little until 1912, 
at which time the Corn Exchange Bank Trust Company of 
New York City inaugurated a policy of publishing its 
statement in form which would readily be understood. The 
adoption of this policy by a bank of the size and importance 
of the Corn Exchange Bank Trust Company established a 
precedent which has since been followed by many banks 
throughout the country. 


Functions.—The preparation of the balance sheet of a 
financial institution for publication for the consumption of 
public first necessitates an understanding of the exact func- 
tions which a bank statement should render. In the first 
place, with financial institutions which are required to make 
reports to the Comptroller of the Currency or to a state 
banking official, publication of a statement, even though 
it is in a form not required by law, indicates to the public 


*Calkins, E. E., Laugh This Off, Advertising and Selling, Vol. 1X, July 27, 
1927, p. 20. 


“American Industries, Vol. XIX, August, 1918, p. 8. 
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that the bank is complying with the law in the preparation 
of its statement and investments, and that this statement 
receives the approval of the proper official. In the second 
place, publication of a statement evidences an intention or 
willingness on the part of the executives of the particular 
institution to acquaint the public with its status. In the 
third place, bank statements serve to convey to the public 
some notion of the relative size of the institution, and where 
comparative figures are given, to show relative growth. 
In the fourth place, publication of statements serves to 
exert a sobering influence upon the commitments made by 
bank executives. If an institution seeks to present in its 
statements a highly liquid position and investments in which 
pride may be taken, the investment committee is much more 
likely to be careful in making selections and officers are 
more likely to scrutinize applications for loans and renewals 
with greater care. Realization that almost complete pub- 
licity is to be given to their actions will likely serve to 
stimulate the exercise of care and caution, 


The Right of Customers.—There has been a tendency 
among financial institutions in conducting their business 
during the past decades to keep their own affairs highly 
secretive, and to expect customers on the other hand to 
furnish all of the credit information reqiured by the execu- 
tives. In addition to that, the financial institutions expected 
to obtain credit information from other sources. The ex- 
ecutives of financial institutions have proceeded upon the 
basis that they possess an inherent and inalienable right to 
obtain complete information concerning their customers and 
likewise to maintain absolute secrecy about their own affairs. 
A depositor’s relationship is, in so far as fundamental credit 
is concerned, practically the same relationship as that which 
exists when a bank makes a loan to its customers. <A legal 
distinction tends to make trust commitments somewhat 
different in nature, but at the same time, there is a great 
similarity between the trust relationships and _ debtor- 
creditor relationships. The only source of information 
available to customers of a bank or to individuals who con- 
temvlate the transaction of business with an_ institution 
is the published statement. Executives of financial insti- 
tutions will sometimes give a bit more information to 
customers, but usually confine this information to that 
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contained in statements and are notorious for the glittering 
and sanguine generalities in which they indulge. One addi- 
tional source of information is sometimes available, and 
that is gossip and hearsay which is not reliable for the 
customer and the prospect, and at the same time is exceed- 
ingly dangerous for the bank. Favorable gossip may help 
the bank, but it spreads very slowly; whereas, unfavorable 
gossip is exceedingly predatory and spreads with amazing 
rapidity. Consequently, customers and prospects, usually 
referred to as the public, have the right to expect that a 
bank will publish sufficient information in its statement to 
warrant the individual who is capable of judging such a 
statement to form an opinion of the institution with which 
he contemplates transacting business. 


Problems.—The publication of statements involves sev- 
eral problems which must be cared for by the merchandising 
department. In the first place, the public in the past has 
been satisfied with condensed statements, and there is al- 
ways the danger that the publication of a detailed statement 
will tend to incite suspicions and alarm on the part of the 
public, especially during a period in which bank failures 
are prevalent. In the second place, many institutions find 
it distinctly to their advantage to publish condensed state- 
ments because numerous items would appear in a detailed 
statement to which it is not desirable unwittingly to call the 
attention of the public. Badly depreciated bonds and real 
estate foreclosures may frequently be combined under a 
general heading and not bring out the obvious weaknesses 
which such conditions indicate. In the third place, the 
publication of bank statements is a matter of great expense, 
especially when these statements are published in news- 
papers and magazines. ‘The matter of expense, however, 
may readily be cared for in fashion somewhat similar to 
that used by many corporations and insurance companies, 
under which plan a condensed statement is published, and 
then a notation accompanies the statement to the effect that 
detailed statements are available upon request. 


Types.''—Kxamination of several hundred statements 
as published in magazines, folders, annual reports and 


“Of, also, Meredith, L. Douglas, Bank Statemeits and the Public, The 
Journal of Business, Vol. VII, No. 2, April, 1934, pp. 182-186. 
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newspapers leads to the conclusion that there are three main 
types of presentation for statements. These are as follows: 
Condensed. 


Explained. 
Detailed. 


Each of these will be described and illustrated in suc- 
cession. 


Condensed Statements.—Condensed statements include, 
as the name indicates, those which show very few details, 
and all assets and all liabilities are reduced to six or seven 
items. The following statement, which was presented in a 
folder as a condensed statement, as of March 31, 1932, by 
the Union Trust Company of Baltimore, Maryland, is an 
illustration of this type: 


Resources 
Loans E \ eyhausitoris iets Qa 
U. S. Government Bonds and other securities................ 14,536,122.89 
Investment in Banking Houses Sy aalie bated 2,974,297.93 
Credit Granted on Salable Acceptances (secured) 860,620.00 
Customers’ Liability under Letters of Credit................ 62,712.52 
Cash and Exchange nee tee 7,872,567.56 


$67 587,086.20 
Liabilities 
Capital Stock $2,500,000.00 
Surplus eB are 5,000,000.00 
Undivided Profits 1,599,818.80 


$ 9,099,818.80 
Reserve for Interest, Taxes, etc. eaters Ta 160,376.51 
Bills Rediscounted . eA s a ; None 
Bills Payable ; 3,500,000.00 
Acceptances Sold ag 850,000.00 
Letters of Credit ; 62,712.52 
Deposits 53,914,178.37 


$67 587,086.20 


This form of bank statement is the most common form, 
and can be found in almost any newspaper or on the 
counters of almost every bank. 


Explained Statements—Explained statements is the 
term used to describe bank statements presented not in the 
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ordinary two-column form of assets and _ liabilities, but 
rather in the simpler form of narration in which the 
amounts which the bank owes are first pointed out, and 
then the items available to meet these amounts are shown. 
It is usually customary in mentioning the various items to 
accompany each with a brief explanation in order to make 
clear to the layman just exactly what is meant. The fol- 
lowing “condensed statement” as of January 1, 1931, of 
the Corn Exchange Bank Trust Company is an illustration 
of what is meant by an explained statement: 


Condensed Statement 
as of January 1, 1931 


The Company Owes to Individuals, Firms, Corpora- 
tions and Banks eee ; ¥ 
A conservative banker always has this indebted- 
ness in mind, and arranges his assets so as to 
be able to meet any request for payment. 
This Purpose We have: 
Cash Meshes are 44,334,996.94 
(Gold Bank Notes and Specie) and with legal 
depositories returnable on demand. 
Checks on Other Banks 26,695 ,793.25 
Payable in one day. 
United States Government Securities...... 40,793,000.00 
Other Securities .... Sesevers ae - 45 ,757,133.80 
Of railroads and other corporations of first 
quality and easily salable. 
Loans to Individuals and Corporations..... 51,171,687.39 
Payable when we ask for them, secured by col- 
lateral of greater value than the loans. 
Other Loans .......... Oe aor < ; 54,657 874.80 
Payable in less than three months on_ the 
average largely secured by collateral. 
Bonds and Mortgages . oe 24,290,472.91 
Banking Houses Ss ss: 14,141,921.18 
All located in New York City. 
Other Real Estate ......... me 239,739.50 


Total to Meet Indebtedness $302 ,082,619.77 
This leaves a 
Capital, Surplus and Undivided Profits of..... $50,43 1,334.80 
which is a guarantee fund upon which we solicit 
new deposits and retain those which have been 
lodged with us for many years. 


This form of statement is of relatively recent adoption 
as pointed out in the beginning of this article, but was 
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coming into increased prominence during the late twenties. 
The banking difficulties which have since ensued have con- 
tributed greatly to its popularity. 


Detailed Statements——The detailed statement is one 
in which the institution lists in minute detail all of its assets, 
or else lists them according to various classes of liquidity. 
A statement published by the Irving Trust Company of 
New York City is an illustration of a statement of this 
kind. 

Resources 
Cash on Hand and Due from Banks.......... $155,514,672.41 
Call Loans, Commercial Paper and Loans eligible 

for Rediscount with Federal Reserve Bank 
United States Obligations . ieee. 77,655,572.63 
Short Term Securities .... RENE 57,235,143.22 
Loans due on demand and within 30 days 108,349,135.69 
Loans due 30 to 90 days........ =e 82,781,436.79 
Loans due 90 to 180 days...... 67,150,463.39 
Loans due after 180 days ze 2,958,312.54 
Customers’ Liability for Acceptances ; 64,570,622.30 

(anticipated $1,795,826.22) 

Acceptances and Bills sold with our endorsement 

(per contra) . ee sae 29,095,572.09 
Bonds and Other Securities......... 13,896,817.14 
New York City Mortgages . aren 8,012,190.00 
Bank Buildings xe 27 741,755.99 

$780,592,645.73 
Liabilities 
Deposits cece  $502,697,690.72 
Official Checks eg eae 45,148,073.35 
$547 845,764.07 
Acceptances (including cenescimanvess to Create Dol- 

lar Exchange) .... ; 66,366,448.52 
Acceptances and Bills sold with our endorsement... 29,095,572.09 
Discount Collected but not Earned.. a4 ON 1,131,561.15 
Reserve for Contingencies, Taxes, Inte rest, “ete. ie 8,732,882.78 
Dividend payable July 1, 1931 ceuaree! 2,000,000.00 
Camel Bee ann. sci: $50,000,000.00 
Surplus ........ - 55,000,000.00 
Undivided Profits” Sages 20,429,417.12 








$780,592 ,645.73 
On June 31, $10,000,000 was transferred from Surplus. Approxi- 
mately one-half of this amount has been used to reduce the book value 
of the new Headquarters building and the balance has been added to 
General Reserves. These changes are reflected in the statement above. 
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Attention should especially be called to the note at the 
bottom of this statement, which appeared in very fine print. 
Explanations of this kind are most commendable because to 
some individuals such reductions are likely to appear alarm- 
ing. If they do, unless some explanation such as that in 
the illustration is given, the impression is likely to be de- 
rived that the institution has found it necessary to write off 
items which it does not care to make public. 

An extension of this idea of the detailed statement is 
found in some statements which list the resources and lia- 
bilities in conventional fashion, and below this in large type 
is a statement of the capital stock, surplus, and undivided 
profits combined. Then below this tabulation there is 
printed with this heading, “Invested as follows,” the dis- 
tribution of these investments in various channels such as 
real estate, real estate first mortgages, stock and bond in- 
vestments, and cash balance. Still further below this is a 
list of the stock and bond investments classified as Govern- 
ment bonds, state and municipal bonds, railroad bonds, 
industrial and public utility bonds, and stocks owned. 

The most detailed form of statement is one which lists 
every asset of the institution. The First National Bank of 
Englewood, located in Chicago, began to publish its state- 
ment in this form early in 1931, and has been one of the 
first, if not the first institution, in recent years, to present 
every asset in itemized fashion. The assets listed in this 
statement were grouped under the following headings: 


Short term municipal bonds. 
Short term railroad equipment notes. 
Short term public utility bonds. 
Short term industrial bonds. 
Short term railroad bonds. 
. Short term Canadian bonds. 
Cash and United States Government bonds. 
First mortgage real estate loans. 
9. Customers unsecured loans on our books less than one year. 
10. Customers unsecured loans on our books more than one year. 
11. Loans secured by Liberty bonds with 10 per cent. margin. 
12. Customers loans secured by listed collateral with 50 per cent. 
margin or more. 
13. Customers loans secured by listed collateral with margin of less 
than 50 per cent. 


orwhd 


=~ 
oO 


= 


ie) 


14. Customers loans secured by or on real estate bonds. 
15. Other assets. 
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On each of the first six types of assets the year of 
maturity was given, the par value, and the amounts at 
which the bonds were carried on the books. With the ex- 
ception of those contained in the first classification, the 
Moody rating for each of these bonds was given. In the 
tabulation of first mortgage real estate loans, the address 
of each property upon which a mortgage was held was 
given, also the year of maturity of the loan, and the amount 
of the loan. For the loans in classifications 9, 10, 11, 13, 
13 and 14 the amount of each loan and the maturity date 
was given. This description indicates that from the in- 
formation contained in a statement published in this man- 
ner, the public is given complete knowledge concerning the 
status of the bank, with the exception that market values 
are not given. It is of interest to note that in the state- 
ment described above the following appeared in very fine 
type: 


This is the way we believe a bank statement should appear. 


This bank used the same form of statement as of De- 


cember 31, 1932, with a slight exception. It contained a 
letter from the president of the bank which closed with 
the following sentence in large type: 


WHEN PLAINER STATEMENTS ARE MADE WE WILL 
MAKE THEM. 


An Early Detailed Statement—Comments made by 
bankers who began publishing detailed statements in 1933 
were most interesting because of the great pride which these 
executives appeared to take in pioneering, apparently, in 
the publication of such statements. It is true that some 
of these bankers had led in the publication of detailed 
statements, but their efforts were antidated by several dec- 
ades. An advertisement in the New York Times for 
December 2, 1877, published by the Union Dime Savings 
Institution of New York City early established a prece- 
dent.'* This advertisement was nearly one column in length 
and was a statement of the examination made by the State 
Examiner. Assets were diveded into seven classes. The 
first class consisted of cash and showed the amount in 


Similar statements may have been used before this time, but this is the 
earliest which has come to the attention of the investigator. 
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the vaults and on deposit in each of five New York banks. 
The second classification included stocks and bonds and 
listed each issue, its par value, and its market value. The 
third classification consisted of call loans, and the only 
‘all loans outstanding were secured by United States 
bonds. The fourth classification consisted of bonds and 
mortgages which were classified on the basis of percentage 
of margin. From the assets in these four classes were 
deducted probable losses, and the fifth class followed with 
a list of real estate and leases owned. ‘The sixth classifica- 
tion contained accrued interest on the above classes of 
investments, and the seventh class showed rents accrued 
but not yet due. The liabilities listed the amount due to 
the 28,155 depositors both of principal and accrued in- 
terest. ‘Taxes, expenses and surplus followed." 

The Schenectady Savings Bank of Schenectady, New 
York, on February 20, 1907, also published a complete 
statement of assets and liabilities. This advertisement ap- 
peared in the 10-page “‘startler” used by this bank in the 
“Schenectady (New York) Gazette” of that date.°° 


Disadvantages.—A. detailed statement such as the last 
described above possesses all of the advantages which may 
accrue from giving the public complete information but, 
at the same time, possesses some distinct disadvantages. In 
the first place, customers are likely to resent the listing of 
the addresses of the buildings on which the bank holds first 
mortgages. In the second place, a statement of this kind 
may impart too much information to competitors. In the 
third place, it is likely to be viewed as presentment of a 
stamp of approval on those securities in which commit- 
ments have been made. The public may purchase such 
securities, and in the event of default, blame and respon- 
sibility are placed upon the bank. In the fourth place, it 
is conceivable that detailed knowledge of this kind might 
prove harmful when possessed by the public, because in 
the event of a default of a bond issue or a large fore- 
closure, it is likely that undesirable rumors might start. 
Furthermore, when bonds are badly depreciated as during 
1932 and 1933 the detailed publication of a statement is 


*®New York Times, December 2, 1877, p. ll. 
*Lewis, op. cit., p. 860. 
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likely to lead to computation by various individuals with 
the result that knowledge of impairment of capital may 
become widely disseminated. Institutions which possess 
folios of highest-grade securities certainly have a distinct 
advantage in using this method of advertising, because 
these disadvantages are not pertinent. 


More Recent Developments.—The early months of 1933 
saw new emphasis placed upon the content of statements 
by some of the larger institutions of the country and es- 
pecially New York banks. The United States Trust Com- 
pany and the Corn Exchange Bank Trust Company both 
disclosed their investment lists, and the report of the latter 
institution was an especially significant departure from 
ordinary banking practice of New York City, because the 
report included common stocks held by the bank.*! 

Publication of the holdings of the Corn Exchange Bank 
Trust Company provoked considerable comment from 
financial writers. One of these summarized the situation 
rather aptly with the following words:°* 


A few years ago such a step would have been considered heretical. 
As it is, a good many bank executives who have no intention of follow- 
ing suit will probably be much put out about it. The trend is strongly 
in the direction of increased publicity for banking affairs, however. 
Bankers have discovered lately that when errors of judgment have been 
made, it is frequently far better to admit them than to leave them to 
imaginative gossip. When the record is one to be proud of, no benefits 
can come from concealing it. 


Statement Explanations.—Some institutions have not 
only used advantageously as advertising copy the items and 
figures contained in their statements, but have also usefully 
employed as themes for educational advertising material 
the characteristics of the items which enter into a bank 
statement. An interesting series of advertisements of this 
kind was used by the American Trust Company of Boston 
as early as 1919. This series of advertisements consisted 
of ten distinct advertisements, each of which bore the cap- 
tion, “How to read a bank report,” and then explained in 
succession each of the following items: 


*Vew York Times, February 7, 1933, p. 27. 
=I bid. 
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« Cash. 
. Demand loans. 
3. Time loans. 
. Acceptances. 
5. Notes rediscounted. 
3. Liabilities. 
. Capital. 
. Surplus and undivided earnings. 
. Deposits. 
. That intangible asset “SERVICE.” 


Advertisements of this kind are of distinct advantage in 
the first place because in the discussion of a particular item 
they repeatedly call attention to the statement of the ad- 
vertising institution. In the second place, they are ad- 
vantageous to the public and to the particular institution 
because of their educational value. In the third place, 
such advertisements convey the impression to the public 
that the bank is interested in having its statement under- 


stood by the public, and publishes these advertisements 
with this in mind. Copy of this kind is of an especially 
commendable type because it utilizes advertising space for 
educational purposes; it is devoid of the high-pressure which 
frequently characterizes much advertising, and, at the same 
time, may be so prepared that it will afford interesting 
reading. 


Liquidity Theme—A few bank advertisements have 
been found in which portions of the statement were used 
to stress liquidity by presenting not a complete balance 
sheet but only those items which evidence the liquid condi- 
tion. An interesting illustration of this use is found in an 
advertisement of the First National Bank of Miami, 
Florida. The following headline was found beneath the 
name of the bank: 


CASH AND MARKETABLE SECURITIES 
TO TOTAL DEPOSITS 


1925 (Boom Period) to 1932 


Below this was a tabulation of four columns for the end 
of each quarter from September 30, 1925, to December 31, 
19382. The first column contained the date; the second 
showed the total of “Cash and Marketable Securities”; the 
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third showed the per cent. which column two was of column 
four which showed total deposits. 


Canadian Bank Statements.—The statements published 
by Canadian banks may be of instructive value to institu- 
tions operating in this country. These statements are pub- 
lished monthly which, of course, is much more frequent 
than is required in the United States. A statement of 
the Canadian Bank of Commerce showing its condition 
as of Nevember 30, 1932, serves to illustrate the practice 
followed in Canada. At the top of the statement is a sum- 
mary of profit and loss, as follows: 

Balance of Profit and Loss Account, brought forward 

from last year 
Profits for the year ending 30th Novembe sr, full pro- 

vision having been made for all bad and doubtful 


debts 4,279 424.00 


$4,815,107.12 
These profits have been appropriated as follows: 
Dividends Nos. 180, 181, at twelve per cent. per 
annum Sciacca enews 
Dividends Nos. 2, 183, at ten per cent. 
annum 


$1,800,000.00 
per 

= A OAL 1,500,000.00 
Dominion and Provincial Government ‘tenis and 
tax on bank-note circulation ................000.....c0000... 550,000.00 
Donations and subscriptions . een ye: 40,000.00 
Lranstersea to Peusion Fund ...........::../.....006085: 255,607.36 
Written off Bank Premises e's at 150,000.00 
Balance carried forward 2 Poort Ate 519,499.76 


$4,815,107.12 


Then follows a general statement showing the liabilities 
of the bank to the public and to the shareholders. Below 
this are listed the assets which include the following items: 


Gold and Silver Coin Current on hand. 
Gold deposited in Central Gold Reserves. 
Dominion Notes on hand. 
Notes of other banks. 
United States and other Foreign Currencies. 
Cheques on other banks. 
Balances due by other banks in Cinipilin 
Balances due by B Banks and Banking Correspondents elsewhere. 


Dominion and Provincial Government Securities, not exceeding market 
value. 
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Canadian Municipal Securities and British, Foreign and Colonial Pub- 
lic Securities, not exceeding market value. 

Railway and other Bonds, Debentures and Stocks, not exceeding 
market value. 

Call and Short Loans (not exceeding 30 days) in Canada on Stocks, 
Debentures and Bonds and other Securities of a sufficient market- 
able value to cover. 

Call and Short Loans (not exceeding 30 days) elsewhere than in 
Canada on Stocks, Debentures and Bonds and other Securities of 
a sufficient marketable value to cover. 

Deposit with the Minister of Finance for the purposes of the Circula- 
tion Fund. 

Other Current Loans and Discounts elsewhere than in Canada (less 
rebate of interest) after making full provision for all bad and 
doubtful debts. 

Liabilities of Customers under Letters of Credit, as per contra. 

Non-current Loans (estimated loss provided for). 

Real Estate other than Bank Premises. 

Mortgages on Real Estate sold by the Bank. 

Bank Premises at not more than cost, less amounts written off. 

Shares of and Loans to controlled companies. 

Other Assets not included in the foregoing. 


Beneath the statement there is also published an au- 
ditor’s report to the shareholders which is obviously a veri- 
fication of figures contained within this report. 


Annual Reports.**—The annual report made by many 
institutions to their stockholders is another instance in 
which the statement is used. Frequently, in small banks, 
this annual report amounts to little more than a presenta- 
tion of the statement, but in the larger banks rather 
elaborate reports are made. These are frequently prepared 
in booklet form, and are mailed to stockholders and to 
other persons who request them. It is customary at the 
meetings of many of the larger banks to have addresses 
made by the chairman of the board or by the president. 
These addresses are frequently then published in the annual 
report, and usually include comments upon the status and 
condition of the institution, and possibly upon the economic 
outlook. 

The question arises in connection with prognostications 
or comments upon the economic outlook whether or not this 
has been carried too far. Statements by the executives of 


*Cf. also, Meredith, L. Douglas, Customers Want More Facts, Bankers 
Monthly, January, 1934, pp. 9-10. 
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a financial institution at meetings of stockholders to the 
effect that “the corner has been turned” or that “the bottom 
has been struck” very likely reach the press, and if such 
prognostications prove incorrect, they may redound un- 
favorably to that institution. The same attitude should be 
taken here as towards advertising copy of a_ prophetic 
nature. 


Canadian Reports.—The reports published by the banks 
of Canada differ somewhat from those published in the 
United States. The report of the Bank of Montreal for 
1932 will serve as an illustration of a report of the annual 
meeting of a Canadian bank. ‘This report opened with a 
statement of those present, and then the annual state- 
ments of the bank, consisting of the profit and loss account 
and the general statement, were given. Statements of 
subsidiary companies followed and after that the addresses 
of the president and the general manager. ‘These addresses 
were summaries of general economic conditions. These 
were followed by a record of the proceedings of the meet- 
ing, including the election of officers. 

Undoubtedly, many distinct advantages repose in pres- 
entation of a report of the meeting to stockholders. Banks 
in this country might well follow a policy of preparing, in 
so far as the expense is not prohibitive, reports to stock- 
holders which would be more informative than those pre- 
pared at the present time. Few of the small banks publish 
reports of their annual meetings, but the presentation of 
some report, even though brief, to the stockholders should 
certainly serve to demonstrate to them the interest of the 
management, and should concei rably stimulate the interest 
of stockholders in the organization. The action of some 
institutions early in 1933 of disclosing their security hold- 
ings to stockholders is an evidence of a growing recogni- 
tion of need for dissemination of information of this kind. 


Promptness.—One_ outstanding characteristic of the 
presentation of reports to the public is promptness in get- 
ting them into print after the close of a given period, or 
after a call from the Comptroller of the Currency or the 
state bank examiner. Many institutions vie with each other 
to get their reports into print, and will have these reports 
brought down to date during the last few days in a given 
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period so that it is necessary to make very few changes 
when the period closes. ‘The assumed advantage, of course, 
from such practice is that it connotes a concept of punc- 
tuality, speed and accuracy on the part of the bank. 


Window Dressing.—Window dressing is the term used 
to refer to the practice of temporarily disposing of secu- 
rities in order to accumulate cash, or else the conversion of 
securities from those of less liquid characteristics into those 
of more liquid attributes in order to present in the state- 
ment a picture of liquidity at the close of a given period. 
It is exceedingly difficult to discern actual instances in 
which this practice has been followed, but without doubt 
it occurs frequently, and is a practice emphatically to be 
deplored. The financial executive who “window-displays” 
his bank for the purpose of statement in order to convey 
the impression to the public that he has an institution of 
certain liquidity or certain strength, and who immediately 
after publication of this statement reduces this liquidity 
by the conversion of readily liquid assets into assets of less 
liquidity, deliberately deceives his customers, and if this 
practice is discovered, it is likely to result in ill-will and 
suspicion. ‘The executive of a financial institution should 
keep faith with the public, and if he conveys the impres- 
sion that his bank is in a readily liquid condition, he should 
do everything in his power to keep his bank in this position 
just as long as he believes the public would expect him to 
do so. 

State banking officials and the Comptroller of the Cur- 
rency approved a form of window dressing in 1931-32 
which has since proved highly undesirable. These officials 
devised various methods by which securities were listed at 
“intrinsic” values instead of at market values, and this 
policy tended to prolong the day of realization that balance 
sheets must present facts. An excellent criticism of this 
policy is found in an editorial which read as follows:** 


Truth of the matter is, that the foundation for the complete 
collapse of the American banking structure was laid in 1931 when 
the scheme was adopted of ballooning banks across the abyss of in- 
solvency by permitting them to utilize “intrinsic” values on their state- 
ments of condition. 


*American Banker, March 15, 1933, p. 4. 
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The difference between intrinsic and fictitious became very hard 
to see when market values dropped and dropped, and only Govern- 
mental connivance stilled the conscience of many a banker against the 
feeling that he was taking deposits in an insolvent bank. 


Another form of window dressing is public presentation 
of statements in a form different from that required by 
the Comptroller of the Currency or the state banking 
official. Oftentimes there are numerous discrepancies be- 
tween items in the legal statements and those published in 
advertisements. This is due to the fact that the items are 
grouped differently for public presentation than when they 
are sent to the bank commissioner or Comptroller of the 
Currency. The legal statement should certainly be the 
basis for establishing uniformity in banking accounting 
practices, and it has been suggested in numerous sources 
that legislation or rulings to this effect be established : 
soon as banking conditions warrant. One writer has ts 
gested*’ that banks, in giving information to the public, 
might follow the same form as that required of member 
banks in making reports to Federal Reserve banks which 
necessitates conforming to certain prescribed schedules. 
This same writer has contended that, even though the costs 
of publication were excessive, such information should be 
made available to anyone interested. <A distinct advantage 
would result from such procedure in that it would give 
the public a comparative basis on which to analyze bank 
statements. 


Other Information.—The impression has prevailed in 
the past that bank statements, as published, and bank re- 
ports should contain only information of a factual nature 
concerning the assets, and more recently, as pointed out 
above, many institutions have attempted to convey impres- 
sions concerning the condition of those assets. The par- 
ticular condition in which assets are found at a given time 
undoubtedly reflects the nature of the management, but 
this condition might be due to the dominant influence of 
one person or of a very few persons such as the loan and 
investment committees. If it is desirable to acquaint the 
public with information which has been construed of a con- 


25Groseclose, Elgin, More Information from, Bankers, Barron’s Magazine, 
Vol. XII, January 18, 1932, p. 9. 
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fidential nature in the past, such as the distribution of 
securities among various classes of investments, and even 
to show the nature of each individual commitment, it would 
also seem desirable to acquaint them with further informa- 
tion concerning the sincerity and attentiveness of the man- 
agement. ‘This might be ‘done by presenting in tabular 
form the attendance of directors at the meetings. For 
example, if weekly meetings of directors are held, the at- 
tendance might be shown as follows: 


Meetings Absences due Absences due to 
Directors Attended to Illness Other Causes 


Director A.... ; 3 
Director B 52 0 
Director C .... 8 14 


Procedure of this kind would certainly be of advantage 
to the public in disclosing the attentiveness of directors, 
and would also serve as a stimulus to induce directors to 
attend meetings. Undoubtedly, attendance would become 


competitive and institutions would vie with each other for 
high attendance records. 

A number of closely allied themes might be used as ad- 
vertising copy; for instance, in large banks which have 
several committees such as financial or investment commit- 
tees, the attendance of members at meetings might be used 
in the same manner as that suggested above. 

Financial institutions might well adopt such policy on 
their own account, and it might even be carried further 
than this and be made a part of legislation. Directors 
might well be made responsible to the banking official, 
either the Comptroller of the Currency or the state bank- 
ing superintendent, for their attendance at meetings, and 
reports of attendance at each meeting might be required 
as a part of the bank’s reports. Excuses presented for ab- 
sences due to illness should also be included in the report 
to the banking official. Obviously, a suggestion of this 
kind appears as a distinct intrusion upon the rights and 
privileges of directors. At the same time, directors assume 
duties and responsibilities fully as important as their rights 
and if they fail to fulfill properly their duties, there is no 
reason why their rights should not be circumscribed in 
order to obtain fulfillment of their duties. 
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Summary.—The above exposition indicates that bank 
statements comprise something more than a mere legal re- 
quirement which must be fulfilled. They constitute a 
method by which the bank communicates to the public its 
size, strength and liquidity. Financial institutions in the 
past have not utilized their statements to greatest advantage 
in presenting this information. Bankers who desire to 
utilize the contents of their statements as a message to 
be conveyed to the public might well devote a portion of 
their merchandising efforts to an educational campaign 
which will acquaint people with the nature and features 
of bank statements, and help them to understand these 
otherwise vague documents. 





Sustained Income---The Primary 
Investment Objective 


By Repineton Fiske, JR. 


NVESTMENT discussion today centers very largely 
I around the probable effect upon various investment 

media of possible political actions and policies. Taxa- 
tion, labor costs, regulation of profits by the Government, 
and above all inflation are subjects of widespread interest. 
Some men go so far as to believe, so it seems, that the 
future prices of common stocks are directly and almost 
solely dependent upon the metal content of the dollar, By 
percentages they attempt to calculate the probable position 
of the stock market in the event of such and such a degree 
of further devaluation. 

At such a time it is easy to lose sight of certain funda- 
mental truths which may, perhaps, appear too obvious and 
elementary for frequent discussion. ‘There may be tempta- 
tion, for example, to ignore the fact that common stock 
prices are not necessarily geared directly to the gold value 
of the dollar, the connection depending rather upon the 
earning power of stocks under whatever monetary condi- 
tions may arise. In the last analysis earning power is the 
primary determinant of relative stock values. 

The following study of investment principles is not an 
exposition of any new theory. Every principle contained 
therein has been recognized and accepted by generations 
of investors. The writer believes, however, that even the 
man who has consistently accepted these principles may 
benefit from their re-examination. Acceptance of these 
axioms may be adequate, but strong conviction is a safer 
guide; and strong conviction can best be secured from an 
understanding of the elementary reasons for their truth. 


I 


The Primary Objective-—So much is said and written 
by investors and brokers, customers’ men and investment 
counsel, about market appreciation, profits and capital 
gains, that many people seem to lose sight of the primary 
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investment objective. There is a frequent tendency to 
underemphasize the fact that most investors are dependent, 
in part if not in whole, upon a regular and continuing 
income. Even the occasional investor who does not need 
current investment income ordinarily will find, if he thinks 
it over carefully, that his real interest is not so much in 
‘apital appreciation as in the purchasing power income 
which his capital can be made safely to produce, when, as 
and if he or his heirs need such income at some future time. 


Illusory Capital Gains—A_ great deal of mistaken 
thinking on investment matters is due to the frequently 
fallacious assumption that capital profits may justly be 
regarded and spent like any other income. This false 
assumption is quite probably associated with the common 
habit of thinking in terms of dollars rather than purchasing 
power. It is also probably due in part to misconceptions 
arising from the marketability of good stocks and bonds, 
and subsequent fictions as to their “paper value.” It may 
assist some investors to preserve a sound investment 
philosophy if they will place themselves in the position of 
a manufacturer, and look on their investment capital as the 
machinery and equipment the use of which enables them 
to earn an income. 


Capital the “Machinery” of the Investor.—If for some 
reason the price of machinery and equipment advances, so 
that the manufacturer could sell his plant at a profit, this 
is not any particular advantage to him unless he wishes to 
retire from the business of earning an income. In fact 
it may well be a disadvantage, for if part of his machinery 
breaks down, wears out or becomes obsolete, the cost of 
replacements will be increased. The primary interest of 
the manufacturer is not in the market value of his ma- 
chinery, but in maintaining the efficiency of this machinery, 
in order to assure that it will earn for him a continuing 
and if possible increasing income. 


Maintaining the Machinery.—As the manufacturer in- 
tends to remain a manufacturer, so the investor presumably 
intends to remain an investor. The fact that he may find 
himself able to sell his investments at a profit is not of 
primary importance, since such sale, partial or entire, would 
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correspondingly reduce or eliminate his future income. 
So far as his capital is concerned the investor should be 
interested primarily in maintaining or increasing its earn- 
ing power. Individual securities are just as liable as pieces 
of machinery to breakdown and obsoletion. The millions 
of dollars worth of bonds which default every year were 
considered good bonds, good income producing machinery, 
when the original buyers bought them. 


Switching.—The investor has one great advantage over 
the manufacturer, namely the existence of a ready market 
for “second-hand income producing machinery.” One hour 
after purchasing his machinery the manufacturer probably 
could not sell it, or exchange it for other machinery, with- 
out a capital loss of twenty-five or fifty per cent. In order 
to keep his equipment in good repair, to replace with 
modern machines the old ones which are becoming obsolete, 
he must set aside a portion of his income as a maintenance 
and replacement reserve. 

It is wise for the investor likewise to build up some 
reserve, but this need not be nearly as large as is requisite 
for the manufacturer. Instead of reinvesting a substantial 
part of his income to maintain the modernization and 
efficiency of his equipment the investor can usually ex- 
change his old machinery for new, thanks to the existence 
of ready markets for this equipment. An hour, a week 
or several years after purchasing a piece of productive 
machinery, 7.e., a bond or share of stock, he may be able to 
sell it for as much or more than he paid for it. What 
is more important, he may be able to sell it for more than 
the price of a new and more productive piece of equipment, 
such is the conflicting judgment of other investors (and 
speculators) as to the relative potential value of individual 
securities. 


II 


Causes of Capital Appreciation—The fallacy of many 
ideas as to the “realness” of capital profits may be illus- 
trated by an examination of some of the influences which 
cause such profits. Since these influences may differ in 
some respects with regard to bonds and stocks, it will be 
advisable to discuss them separately. 
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For the purposes of this study, in order to avoid con- 
fusing complications, I shall deliberately omit consideration 
of the relationships between bonds of different maturities. 
Likewise I shall omit reference to such related but non- 
essential matters as tax exemption, conversion privileges, 
etc, 


Rising Bond Market.—Appreciation in a diversified 
bond portfolio is ordinarily due to a general advance in 
bond prices. Such an advance may be caused by the re- 
covery of investment confidence after a period of panic 
conditions, or by an increase in the aggregate of funds 
available for bond investment due to some other cause. 
Likewise bond prices may rise because of a_ shrinking 
supply, due to a prolonged excess of redemptions over new 
issues. A general advance of bond prices means, in any 
case, a reduction of bond yields. 

In the event of such an advance in bond prices the 
investor who purchased his bonds during a period of high 
yields should find that the market value of his portfolio 
had increased. It does not follow, however, that he has 
secured a profit which he can afford to treat and spend as 
income. Realization of this profit, through the sale of 
bonds, would reduce or cut off his income. Due to the 
general advance throughout the entire bond market he could 
not repurchase an equivalent income, in bonds of equal 
quality, except by reinvesting the entire proceeds of the 
sales. 


Specific Illustration.—F or illustration consider a specific 
example. In June, 1932, an investor might have purchased 
the highest grade railroad bonds on a yield basis of 5.7 
per cent. The sum of $100,000 so invested at that time 
would have purchased 4 per cent. long term issues of the 
highest grade with a face value of approximately $143,000. 
By June, 1934, the market for high grade rail bonds as a 
whole had advanced to a point where yields averaged only 
8.88 per cent. At that time the investor: could presumably 
have sold his portfolio for approximately $147,500. At 
any rate he had on paper a capital profit of about $47,500 
or 471% per cent. 

Would this have been a “real” profit from the view- 
point of the man who intended to remain an investor, who 
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was dependent upon.a safe and continuing income? In 
selling his bonds he would cut off an annual income of 
$5700. Could he repurchase a similar income and yet have 
the “profit” to spend? Obviously he could not, except by 
assuming the greater risks involved in securities of much 
lower grade—and this does not take into consideration .the 
fact that a substantial part of the “profit” would have to 
be paid to the Government:in income taxes, 


Speculation on Market Probabilities—Of course the 
investor may feel that bond prices have advanced too high, 
yields fallen too low. He may feel so sure of an early 
decline of the bond market as a whole that he is willing 
to forego income for a time, and patiently await an op- 
portunity to repurchase his bonds at lower prices. This 
is not investment, however, but speculation. It is based 
solely on conjecture regarding future probabilities. If the 
speculator’s judgment is correct he may profit, but even 
if he is correct he may have to wait a long time without 
income, before the opportunity arrives. The loss of income 
may be greater than the ultimate speculative profit. 

From the foregoing it should be clear that market ap- 
preciation of bonds, if due to a general advance of bond 
prices, does not constitute a real profit for the investor who 
intends to remain an investor and who is unwilling to 
assume the greater risks inherent in lower grade securities. 
Let us then consider the case of a bond portfolio which 
appreciates in market value without a simultaneous or 
compensating advance in the general level of bond prices. 
Such a development must obviously be due to an improve- 
ment in the price of individual bonds relative to the market 
as a whole. 


Relative Price Change of Individual Bonds.—What in- 
fluences are likely to cause individual bonds to increase in 
price relative to the market as a whole? In other words, 
what are the factors effective upon the price movements 
of individual bonds, aside from those effective on the bond 
market as a whole? Obviously there are three major 
factors, namely: change in the intrinsic merit of an in- 
dividual bond, fortuitous change in relative demand, or 
fortuitous change in relative supply. 









THE BANKERS MAGAZINE 




















It is obvious that an individual bond may become sub- 
stantially improved in inherent quality and safety. This 
might be due to the redemption of a senior issue causing 
the bond to be changed in effect from a second to a first 
mortgage. It might be due to a court decision on a relevant 
legal matter. It might result simply from a substantial 
increase in the earning power of the debtor. In any such 
event the relative price improvement of the bond, as com- 
pared with other bond prices, would simply reflect the 
transfer of the bond into a higher quality group than it 
originally occupied. 

This improvement in the safety both of income and 
principal would naturally be reflected by an improvement 
in relative market price. Under such circumstances the 
bond could presumably be sold, a similar income repur- 
chased in another bond of quality equivalent to the first 
bond’s original quality, and a profit would remain. It 
should be clear, however, that this profit would be predi- 
‘ated upon the investor’s willingness to sacrifice the newly 
acquired increment of quality of his original bond. 














“Switching Down” the Quality—In this connection 
bonds may be likened to automobiles. There are good 
bonds paying $40 interest per annum which today cost 
$1050. There are others not so good, likewise paying $40 
interest per annum, which can be purchased for $700. 
There are automobiles capable of providing 40 miles per 
hour transportation which cost $3000, others which can 
be purchased for $300. It is always possible to secure 
what some people call a profit by substituting something 
of inferior quality. 

If I sell a high grade 4 per cent. bond for $1050 and 
buy a second grade 4 at $700 I still have a 4 per cent. 
bond of $1000 face value, and in addition I have $350 
cash. But even the people who might be tempted by such 
a switch would recognize the fallacy of the same reasoning 
applied to automobiles. If I sold an almost new Cadillac 
for $8000 to buy a five year old Chevrolet for $150 I 
might still have an automobile which would provide 40 
miles per hour transportation, but the apparent “profit” 
of $2850 would be offset by an obvious loss of quality, 
safety and longevity. 
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Real Profit Only from “Out of Line” Securities—We 
must next consider the case of individual bonds which ad- 
vance with relation to the general market due to fortuitous 
changes in demand or supply. A temporarily abnormal 
demand may arise from various causes such for instance 
as purchases for sinking funds. When a bond advances 
sharply for some adventitious reason of this nature, it is 
said to be selling “out of line” with the market. In such 
event a real profit may be realized by sale, and switching 
the proceeds (less the profit) into another bond of equal 
safety and merit which is not out of line. 

To summarize, the extent to which capital gain con- 
stitutes a real profit to the investor, depends upon the 
availability of securities of equal merit returning an equal 
income, purchasable at lower cost than the securities already 
held. Such profits are likely to derive from two causes 
only. A security already held may advance to a price 
“out of line” with the market, permitting a_ profitable 
switch to another security of equal merit, paying the same 
income, at lower capital cost. Similarly, it may be profit- 
able to sell a security which has not advanced “out of 


line.” if such conditions as necessitous liquidation by an 
estate or institution make some other equally meritorious 
security available, as a switch, at an abnormally depressed 
price—i.e., at a price which in a downward direction is out 
of line with the general market. 


Til 


Difficulties in Comparison of Common Stocks.—In the 
case of common stock investments the problem becomes 
somewhat more complicated due to the frequent revision 
of dividend rates, the wide variation of dividend yields and 
the influence of reinvested earnings. There is no question 
but what dividend yields have some influence on the relative 
market price of individual stocks, but likewise it is clear 
and obvious that there are other more important influences. 

The value of a bond, as an investor’s income producing 
equipment, is measured by three factors, namely: the in- 
come which it pays, the safety or assurance of this income 
until maturity, and the safety or assurance of redemption 
at maturity. The value of a share of stock, as income 
producing equipment, is measured by four factors, 
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namely: the dividend which it pays, the safety or assur- 
ance of this income, the extent to which the dividend may 
be increased, and the degree of probability or assurance of 
such increase. Since dividends ultimately depend on earn- 
ings it is a common custom to summarize these factors as 
“the rate, stability and trend of earning power.” 

The problems involved in the comparative measurement 
of relative common stock values are too many and too in- 
tricate for discussion here. It must be obvious to anyone, 
however, that conjecture enters into these problems to an 
even greater extent than in the case of bonds, there being 
neither a fixed rate of return nor a date of redemption. 
Thus the investor in stocks, compared with the bond in- 
vestor, is particularly dependent for success upon adequacy 
of information and analytical method, continuancy of ap- 
praisal and reappraisal of relative values, above all upon 
the constant application of unprejudiced and experienced 
judgment. 


Factors Influencing Value of Stocks——To return from 
this slight digression, we may summarize by saying that the 
value of a common stock, as a piece of “income producing 
machinery,” depends upon a combination of two major 
factors, 7.e., first, the rate and safety of current dividend 
return as supported by current earning power; and second, 
the present value of estimated future dividend returns as 
supported by estimated future earnings, these in turn de- 
pending upon such factors as growth of the country, growth 
of the industry, trend of economic conditions, trend of 
costs and prices, and the rate at which earnings are re- 
invested in capital expansion. 

Since most of these factors involve probabilities rather 
than facts, since there is no formula through which they 
can be reduced to absolute quantitative measurement, the 
problem becomes one of relatives rather than mathematics. 
The investor should realize, however, that while practical 
necessity requires dependence upon experienced judgment 
of comparative probabilities, the value of this judgment is 
predicated in a major degree upon recognition, perhaps 
at times subconscious but yet real, that the value of in- 
dividual stocks to the genuine investor is not measured 
by market price, but by their income paying abilities as 
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supported by current and future financial condition and 
current and future earning power. 

Returning to the subject of capital gains or market 
profits, we find some parallel with the situation already 
described in connection with bonds. Sale of all or part of 
a common stock portfolio, at prices above original cost, 
may represent no real profit to the investor if the increase 
of price has been due simply to an upward general re- 
appraisal of stock prices, and provided the investor desires 
to remain a common stock investor. In the case of such 
an investor a real profit is dependent upon his ability, 
with less than the total proceeds of sale, to acquire other 
stocks which combine at least equal attributes of current 
and prospective income. 


IV 


Old School Investment Philosophy—Itn the United 
States there are current two extreme schools of thought 
on investment policy and philosophy. On the right is a 
large group which includes a majority of the institutional 


and trust company investment men. Due perhaps in part 
to the frequent division of their responsibility, on the one 
hand to maintain income for the life tenant, on the other 
to maintain principal for the remainder-men, they are 
acutely conscious of the maintenance of continuous income 
as a primary objective. 


“New Era’ Investors.—On the left is another group, 
composed in good part of younger men whose tr aining 
and experience was in many cases secured largely during 
the booming 20’s, whose policies may be summarized as 
“to build up principal, and let income take care of itself.” 
In behalf of this left wing it may be said that at least 
they appear to give more regard to the fact that commodity 
prices and living costs fluctuate, that preservation of dollar 
income and dollar principal does not necessarily imply 
preservation of the purchasing power or economic status 
of the investor. 


Conflict of Opinion.—As is usually the case in extreme 
differences of policy each group is sound in some respects, 
each can benefit by learning something from the other. The 
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younger, self-styled modern group looks with scorn on the 
timidity of the “older school, its frequent under-estimation 
of the importance of purchasing power as against dollars, 
the unwillingness at times to curtail current for the sake 
of increased future income. With considerable justice the 
young school investor criticizes the deplorable investment 
results recorded by so many trust companies, both large 
and small, in the management of trust funds. He points 
to the very common failure of corporate fiduciaries to adapt 
their investment position to even the most obvious changes 
in economic conditions and trends. 

The income-conscious right wing investor, with equal 
justice, criticizes the “new era” school for its frequent over- 
confidence in the possibility of anticipating market and 
economic trends. With his love of mathematic accuracy, 
born of years’ devotion to bond yield tables and earnings 
coverage, he -points to the impossibility to measure equity 
values in absolute terms. He recalls the enthusiastic recom- 
mendation of common stocks in 1928 and 1929 at prices 
which even the wildest hopes for increased earnings could 
never justify. With some degree of reason he may char- 
acterize the left wing philosophy as a product of the easy 
but temporary speculative market profits of that era, an 

sasy money” illusion of the post-war generation. 


V 


The thoughtful investor will combine the philosophy of 
the two schools, for the conflict between them is not in all 
respects essential or logical. His conclusions will be some- 
what as follows: 

A. The primary object of investing is a safe and con- 
tinuing income. 

B. To most investors the real value of this income is 
measurable in purchasing power rather than dollars. 

C. When there is reason to believe that the purchasing 
power of the dollar is in a major rising trend it is ordinarily 
advisable to seek income from fixed income securities of the 
highest grade. 

D. When there is reason to believe that the purchasing 
power of the dollar is in a major declining trend it is ordi- 
narily advisable to expose some portion of one’s capital to 
the possibility of increasing dollar income, through the 
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purchase of those common stocks offering the greatest 
possibility of rising earnings and larger dividends. 

E. Capital gains resulting from general market ad- 
vances are not real profits, in the sense that they cannot be 
spent without impairing either the income producing power 
or the safety quality of the investor’s capital equipment. 

F.. It is seldom advisable to increase immediate income 
by “switching down” to lower grade securities. If this is 
done, the resulting increase of income should properly be 
set aside as a “depreciation or maintenance reserve.” 

G. Obsoletion and depreciation is as real a factor in 
the investment portfolio as in the factory. To sustain safe 
purchasing power income the quality of the portfolio must 
be maintained, by the acquisition of better capital equip- 
ment whenever an “out-of-line” market situation permits 
such a switch. 

H. Thus maintenance of the quality of the portfolio 
requires intimate knowledge, frequently revised, of the rela- 
tive price-quality of a broad list of individual securities. 

The investor who comprehends and adopts these basic 


principles will find them a helpful guide in determining the 
best specific policies. Investment worries and losses result, 
in large part at least, from either the neglect or lack of a 
sound, guiding philosophy. 





How to Obtain Bank Costs 


Average Earning Assets 


By E. S. Woo..ey 


President, E. 8S. Woolley Corporation, New York 


This is the second of a series of articles on bank cost accounting. The 
first article appeared in the December number.—Enprror. 


N order to arrive at the gross earning rate of interest 
I earned it is necessary to divide the interest received by 

the earning assets. When the books of a bank are 
kept on the cash receipts and disbursements basis (which 
most of them are) it will not suffice to take the earning 
assets and interest received for any one month or other 
short period. 

This is because the fluctuations in interest receipts would 
not give the true picture. They would either overstate or 
understate the real earning rate. If the month used was a 
month of low interest collections, the earning rate would be 
understated. If it was one of high interest collections, that 
‘ate would be overstated. Because much of the interest 
is collected quarterly or semi-annually. 

Such conditions will always exist where books are kept 
on a cash receipts and disbursement basis. Therefore it is 
better to take a full year’s interest and to “average” the 
sarning assets for that year. In fact these assets must be 
averaged in order to arrive at the true principal which 
produced the year’s interest. The figures shown on any one 
day’s statement might be much too high or much too low. 
Accuracy is sought. This average of the earning assets will 
be divided into the interest received for the year. 

The first step in finding the average earning assets is to 
obtain an average balance sheet. For this purpose, a 
columnar sheet such as is shown in Exhibit A will be 
required. While a daily average composed of the total of 
the figures for the 304 working days divided by 304 would 
be the true average, this would be a considerable amount 
of work. For all practical purposes the figures used can be 
those shown on the daily statement for the last day of each 
month for the year. These should be copied on the columnar 
sheet and a column headed for each month as shown in 
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THE BANKERS MAGAZINE 


EXHIBIT C 


I 


AVERAGE BALANCE SHEET FOR THE YEAR ENDED 


DECEMBER 381, 1933 


REsoURCES 
Cash reserves . 
Earning assets 
Circulation bonds 
Fixed and sundry assets .... 


Total resources af 4 Feces 
LIABILITIES AND CaPITAL 
Deposits 
Demand individual 
Trust a 
Demand certificates . 
Certified and cashiers’ checks 


Time, savings, special savings, Christmas and _ time 


certificates 
Circulation 
Borrowed bonds 
Sundry liabilities and reserves . 
Invested capital 


504,757.10 


,886,044.98 


300,000.00 
250,774.34 


$2,941,576.42 


,263,259.10 


24,716.62 
188,317.67 


3,727.20 


486,459.48 
300,000.00 
72,500.00 
275.00 
602,321.35 


Total- liabilities and capital $2,941,576.42 





Exhibit _ A. 


If the daily statement contains too many 
accounts for one sheet the assets and liabilities can be car- 


ried on separate sheets. A 14-column sheet will be enough. 
That will give a column for each month, one for the totals 
and one for the average. As departmental costs are re- 
quired, the deposits must be broken down into various 
classifications, namely: demand individual, public funds, 
country banks, government deposits, demand certificates, 
vashiers’ and certified checks, time certificates, regular sav- 
ings, fifty-week clubs (such as Christmas clubs), school 
savings. If there are any deferred deposits they must be 
shown separately. Any reserves carried against such de- 
ferred deposits must also be shown separately. This break- 
down of deposits is necessary in order to find out how much 
of the funds of each department is invested in the earning 
assets. 

It is necessary to have this information in order to give 
each department credit for its earnings. Otherwise it is 
impossible to find out which departments are profitable and 
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which are unprofitable. If, however, some of these deposits 
are handled exclusively by the same people, a certain group- 
ing would be permissible. For example, if demand certifi- 
‘ates, cashiers’ and certified checks are handled in one cage, 
they could be grouped into one department. The same is 
true with the various savings accounts. It is not advisable 
to group all this time money together, however, for the 
reason that if this is done it is impossible to ascertain the 
effective rate of interest paid on the different classifications. 
As this is very important information, it well repays the 
little extra work required to separate them on the average 
balance sheet. Only the asset and liability accounts are 
taken into consideration on this average balance sheet. 
Theoretically, therefore, the income and expense accounts 
will be closed each month into the undivided profits account. 
In cases where a large number of accounts are shown 

on the daily statement, the easier and more accurate way 
will be to use separate columnar sheets for this purpose as 
shown for cash reserves by Exhibit B. If separate sheets 
are used for each classification, the classifications will be: 

Cash reserves 

Earning assets 

Deposits 

Fixed and sundry assets 

Sundry liabilities and reserves 

Invested capital 


The accounts which would be entered under each of 
these classifications are as listed under their respective 
‘aptions: 


Cash Reserves 
Cash in vaults 
Federal Reserve Bank, collected 
Federal Reserve Bank, uncollected 
Correspondent banks 
Sundry banks in transit 
Collections in transit 
Exchanges for clearing-house 
Checks and other cash items 
Earning Assets 
Local loans 
Real estate mortgages 
Call money and commercial paper 
U. S. Government securities 
Other bonds and securities 
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Fixed and Sundry Assets 
Interest receivable accrued 
Prepaid expenses 
Circulation redemption fund 
Customers’ liability, letters of credit 
Bonds held against interim certificates 
Claims and judgments 
Other real estate 
Bank building and lot 
Furniture and fixtures 
De posits 
Demand individual 
Country banks 
Public funds 
U. S. Government deposits 
Postmaster 
Demand certificates 
Cashiers’ checks 
Certified checks 
Savings—regular 
Christmas and club savings 
School savings 
Time certificates 
Trust funds 
Postal savings 
Sundry Liabilities and Reserves 
Discounts collected not earned 
Liability letters of credit 
Interim certificates bonds sold 
Receipts partial payment bonds 
Industrial loan repayments—savings 
Reserve for industrial loan service refunds 
Circulation outstanding 
Bills payable 
Rediscounts 
Reserves for interest, taxes, contingencies, etc. 
Invested Capital 
Capital stock 
Surplus 
Undivided profits 
All income accounts 
All expense accounts 


If the daily statement only shows the four income and 
expense accounts “interest income,” “other income,” “in- 
terest paid,” “expenses,” it will be easier to carry them 
through invested capital to the totals for the year. When 
the “totals” columns have been balanced, the “interest in- 
come” and “other income” may be added together and the 
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interest paid and expenses likewise. The lesser amount 
will be subtracted from the greater and the difference added 
to or subtracted from the undivided profits account totals. 
If the daily statement shows numerous income and expense 
accounts separate sheets may be necessary for those also. 
Dividing each of the classification totals by twelve will give 
the average for each classification. Inasmuch as the average 
balance sheet is only for the purpose of ascertaining the 
average earning assets and the average funds of the various 
departments invested in those earning assets, the component 
parts of such classifications as cash reserves, fixed and sun- 
dry assets, sundry liabilities and reserves and invested 
‘apital may also be grouped together. Such an average 
balance sheet is shown on Exhibit C. 

In this grouping of the various component parts of the 
different classifications the accounts shown above will ordi- 
narily be found. Where other titled accounts are carried 
on the books they will be entered with the classification to 
which they belong. Sufficient listings are shown under 
ach classification herein to clearly indicate the proper 
classification for any possible account. Keep clearly in 
mind the main object for which this average balance sheet 
is being prepared. Namely, to ascertain the funds each 
department has invested in the earning assets. Therefore 
such accounts as “interest receivable accrued” “prepaid 
expenses” etc., would be included under the general classifi- 
‘ation of fixed and sundry assets, because they are not earn- 
ing assets. 

Also such accounts as “discounts collected not earned” 
would be included under the general classification of sundry 
liabilities and reserves because they likewise are not earning 
assets. The term “earning assets” must be understood to 
include only interest-earning securities, such as: 


Loans and discounts 

Real estate mortgages 

Installment loans 

Call money and commercial paper 

Bonds (except bonds to secure circulation) 
Warrants 

Federal Reserve Bank stock 


Bonds to secure circulation are excluded from the earn- 
ing assets for departmental cost purposes for the reason 
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that they are offset by circulation and not by the funds of 
the depositors or of the stockholders. ‘The method of han- 
dling these is explained in the next article which deals with 
“funds invested in earning assets.” 

Items should not be excluded from the earning assets 
merely because they have temporarily defaulted in their 
interest payments. As long as they remain on the books, 
included in any of the asset accounts, they will be con- 
sidered as among the earning assets. For example, a bond 
or a note might have defaulted in interest temporarily, but 
as long as they remain in the asset accounts, they will be 
included in the earning assets. To do otherwise would be 
to overstate the effective rate of interest earned. Costs, or 
for that matter, any figures, are of no use unless they show 
the facts. Rather they are worse than useless because they 
are misleading. 

Unfortunately, defaulted interest always has been, and, 
under present business methods, probably always will be a 
problem. Therefore, in the allocation of costs, it is neces- 
sary to bear in mind always that FACTS are wanted. 
Also WHAT facts are wanted. The facts that are wanted 
from the average balance sheet are: (1) the gross rate of 
interest earned by the earning assets and (2) the amount 
of the funds which the various classes of depositors and of 
the stockholders have invested in those earning assets. How 
to ascertain the funds invested in the earning assets and the 
reason why this information is necessary will be given in 
the next article. 





Analyzing the Account 
By Freperick W. HErzeE. 


This is the second of a series of articles on scientific account analysis. 
The first article appeared in the December number.—Eniror. 


RECITAL of the steps to be taken in analyzing an 
Pesce can be best accomplished and explanations 
most clearly stated with the use of an illustrative 
account, similar to one that might appear on the books of 
any bank, making an actual analysis of it and interpreting 
each step as it is taken. 

We will, therefore, approach our subject in this manner 
and for the purpose use the account illustrated in Figure 1, 
an account that is fairly representative of one that might 
appear on the ledger of any bank. ‘The information as 
shown on this illustration may be reported somewhat dif- 
ferently than is the case in many institutions and therefore, 
it will be well to first clarify the meaning of each group of 
figures before attempting to discuss the manner in which 
they are to be used in making an analysis. 


The Statement—Under the headings of “Checks,” 
“Deposits” and “Balances” are recorded data in much the 
same manner here as would be done on any bank statement 
and it will, therefore, be unnecessary to comment upon 
them. 

Under the heading “Number of Items Deposited” are 
listed figures which appear opposite each deposit. These 
figures designate the number of items that made up the 
respective deposits opposite which they appear. In the 
first deposit there were presumably fifteen separate items. 

Under the heading “One Day Float” there appears, 
also opposite each deposit, figures which represent the float, 
reduced to a one day equivalent, in the particular deposit 
opposite which it appears. 

By float, it is understood that we mean those funds 
that are in the process of collection. In almost every 
deposit there are items that, although credited to the 
account immediately according to the statement, do not 
actually represent available funds to the depositor or the 
bank until the bank has been able to receive credit for them. 
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These items are represented by checks deposited which are 
drawn on some other institution. 

By one day equivalent, it is understood that we have 
expressed a balance for one day that is the equivalent in 
value of the amount in the process of collection for the time 
that it will take to be collected. To be more explicit, a 
check of $100 that will require three days to collect can be 
expressed as $300 for one day and represent the same mone- 
tary value. The amount of float opposite the first deposit 
is twenty-five hundred dollars. Inasmuch as the deposit 
only amounted to six hundred and seven dollars, it is evi- 
dent that some item, or items, therein required more than 
one day to collect. If there was one check of $500 in the 
deposit that would require a five day collection period, the 
$2500 for one day would correctly express its value in one 
amount. 

Under the heading “Number of Checks” are figures 
which designate the number of debits entered against the 
account during each particular posting to which it refers. 


Summarizing.— Each of the columns to the right of the 
deposit column, appearing on the stub portion of the state- 
ment, are added and the totals recorded at the bottom 
thereof in the places designated for them. On the illustra- 
tion the totaled columns show aggregates for the month of, 
94 credit items, $24,500 of float, 102 debit items, and 
$67,400 of daily balances. 

The last total, $67,400 aggregate daily balances, cannot 
be determined by merely totaling those amounts appearing 
on the statement but must be ascertained by totaling the 
balances for each day of the month whether or not the 
particular day’s balance is shown on the statement. The 


following will illustrate the procedure for the statement 
illustrated. 


April . $1.893 
24 rae ROME GS HAAR 
3,654 
3,654 
3,654 
3,654 
2,579 
2,579 
2,579 
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3,095 
3,095 
2,967 
2,967 
1,448 
1,448 
1,948 
1,948 
1,705 
1,705 
1,705 
1,630 
1,630 
1,578 
1,552 
1,018 

768 

768 

768 

768 
6,293 


no = ee 
moO OO 


Cue & bh 


NO NWN WW WD WNW W W 
can 


w 
Oo ¢ 


Total $67,390 


Bases of Account Analyses.—The information shown 
on the illustrated account is that usually employed as a 
basis for the making of an account analysis. 


Income.—In analyzing an account the first fact usually 
determined is the gross income that the account produced. 
The principal source of a bank’s income from an account, 
and the only one that we will here consider, is the amount 
that can be earned on the balances maintained by the de- 
positor. This income is ascertained by applying the aver- 
age rate obtained by the bank on its employed funds, to the 
average amount of available funds in a particular account. 

The average rate of income on employed funds is ascer- 
tained from the bank’s cost records. The average amount 
of available funds in an account is ascertained from the 
ledger record of the account as here illustrated. 

The aggregate balances of $67,400 in the account illus- 
trated could be reduced to a daily average balance by 
dividing that amount by thirty, the number of days in 
the month. Inasmuch as our first need of this amount 
is to determine the gross income we can earn on the account, 
we can shorten our calculations by computing the income 
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First NATIONAL BANK FirsT NATIONAL BANK 


In Account With ACCOUNT NUMBER ONE Account Wich ACCOUNT SUMBER ONE 


Please examine at once; if no error is 
reported in ten days the account will be considered correct Month of February Month of February 


No.ofttems One Day Number 
CHECKS DEPOSITS Deposited Float DATE of Checks sceanent 


a AAS Aen MSN eer mere A Aw Mie 2 Sr i 

a lance Forwar Balance Forward 31% 1893008 

60700 15 250 25 250000 

2500- 3500- 25 2340008 
2500- 17500- 

3500- 157525 3% 3654718 

107500u 7% 2579714 


10% 3409557¢@ 
12% 296757¢@ 


14% 14483574 
16% 1946374 


16% 170526 
21% 1664814 
21% 1,63036¢ 

157840 


155216¢@ 


101605¢ 


768627¢ 


335000 5 3838996 
450000 25 6293548 


THIS IS YOUR BALANCE 


t 9d 
FIGURE 1 


directly from aggregate balances without the necessity of 
first reducing them to averages. 

We would obtain the same result if we computed one 
day’s interest on $80,000 as we would if we computed 
thirty days’ interest on $1000, if the same rate of interest 
was used. Although the result is the same, with the use of 
aggregate figures, the result is more directly and therefore 
more simply obtained. It will be easier for us to compute 
one day’s interest on $67,400 than it would be to first 
reduce that amount to an average, which is $2247, and then 
compute thirty days’ interest thereon. 

Our income is derived from the balances that are avail- 
able for the bank’s use. Aggregate ledger balances do not 
represent available balances. In this case the entire amount 
of $67,400 was not available to the bank for the production 
of income. Included in these balances were those items 
that, although immediately included in balances as shown 
on the ledger, were not actually immediate credits. Some 
portion of the deposits were in the process of collection, or 
as we term them, were “float.” 

The float in this case aggregated $24,500 and it will 
therefore be necessary for us to reduce our gross ledger 
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balances by this amount to determine the true value of the 
net balances represented. 

Reducing the gross ledger balances by this amount of 
float, we find that the net balances aggregated $42,900 
which is shown as follows: 


Gross ledger balance. $67,400 
Less float..... a Adee .... 24,500 


Net balance il cbecsn .... $42,900 


We now have the aggregate net balances in this account. 
Net balances, however, do not constitute available balances 
either. It is necessary for the bank, at all times, to main- 
tain some portion of deposits readily available to meet the 
fluctuating requirements of depositors of demand funds. 
The amount reserved for the purpose is designated as 
“reserves” and on these funds it is not possible to earn an 
income. The amount employed as reserves, being sterile 
as far as income production goes, must be considered as 
non-available when computing the gross income derived 
from an account. 

For our purposes we are going to assume that these 
reserves will amount to 15 per cent. of the gross ledger 
balances and therefore to determine what portion of the 
net balances in this account would have been available to 
the bank for income producing purposes, we will reduce the 
net balance by an amount equivalent to 15 per cent. of the 
gross aggregate ledger balance of $67,400 or $10,100 result- 
ing in an available balance of $32,800, shown as follows: 


Gross ledger balance .$67 ,400 
Less float .... 24,500 


Net balance... $42,900 
Less 15 per cent. reserve 10,100 


Available balance $32,800 


Of the $67,400 gross ledger balance, less than half, or 
$32,800, represented the amount available to the bank for 
the production of income. 

For our purposes we will assume that our average in- 
come on employed funds is at the rate of 4 per cent. per 
annum and inasmuch as $82,800 represented a one day 
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First NATIONAL BANK 
First NATIONAL BANK 


wr wien ACCOUNE SUMBER THO account With ACCOUNT NUMBER TWO 


Month of Merch : Monthof March 





DEPOSITS So iy cats | Po BALANCE 





ryt 4480004 
60700 15 25 4087006 
35.00— ; as 3927008 
si me 1457525 6 au 5241.71 
7% 416671 

13503- 

3000- 10% 4682578 
10400- 12% 4554576 
12500- 

- 14% 303537 

sok 16% 353537 

4545- 

390- 16% 3292268 

aaa 21% 325121 

21% 321736 

656- 23% 316540@ 

ort i 245 3139148¢ 
23234- 

asi i 25% 2605148 
450- 
343- 
365- 


2355368 
12423- 


542708 
7886163 


THIS 18 YOUR BALANCE 





/$j0 
FIGURE 2 


equivalent of the available balances in this account, we can 
ascertain the income thereon by computing it on that 
amount for one day at the rate of 4 per cent. per annum. 
Such a computation shows that $3.59 is the gross income 
produced by this account. 

If our gross income amounts to $3.59, it is self evident 
that expenses chargeable against this account cannot exceed 
that amount if the account is to be self-sustaining. If there 
is to be a net profit accruing to the bank, it will of course 
be necessary that the total expense chargeable to this account 
be less than the amount. of this gross income. 

Therefore, before we can ascertain what the net profit 
or loss is,‘ we must first ascertain what the expenses are, 
that are chargeable against this account. 


Expense.—The method usually employed by banks in 
allocating expense to the various accounts is to first reduce 
the expense of an institution to a unit basis that will permit 
of convenient subdivisions and an equitable basis for a fair 
distribution to the respective accounts. 

This is accomplished by ascertaining the proportion of 
the entire expense that would be allocated to a particular 
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banking function and then dividing the amount so allocated 
by the units of operation comprising that particular func- 
tion during the same period in which the expense was 
incurred. 

To be more explicit, if it was found that the expense 
to be allocated to the handling of checks charged against 
accounts amount to $35,000 and that during the period in 
which this expense was incurred there were a million checks 
of this classification handled, it would be considered that 
each check would fairly represent an expense of 3% cents 
or one one-millionth of the total expense incurred. 

With expense subdivided and valued in convenient units 
such as this, allocation of the proportionate expense charge- 
able to each account is not only simplified but is accom- 
plished in an equitable manner. 

As far as possible, all expenses are subdivided into units 
in the same manner and each account is charged in propor- 
tion to the number of units represented in the service 
rendered to it. 

These subdivisions of expense can, of course, be broken 
down to a more detailed classification than this general 
classification. For instance, it might be found, by a more 
detailed study, that checks cashed over the window would 
be chargeable for a greater amount of exvense than would 
checks received through the clearings. For our purposes 
here, however, it will be unnecessary for us to carry our 
illustration bevond a general classification as the principle 
involved would be the same in either case. 

It will be sufficient for our purposes to assume that all 
debit items will represent an expense of 314 cents each and 
that all credit items will revresent an exvense of 214 cents 
each. To carry out our illustration a little further, how- 
ever, we will also assume that each account, regardless of 
size, would be subiect to a charge of 25 cents, representing 
a maintenance cost. 

There are other illustrative items of expense that could 
be included, but doing so would not be of any material 
assistance to us in our studies and would make more diffi- 
cult the rendition of necessary explanations and also un- 
necessarily complicate our entire problem. The factors 
enumerated, being sufficient for our purposes, are all that 
we will consider. 
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First NATIONAL BANK FIRST NATIONAL BANK 


inane COUNT NUMBER THREE 
sy cigar ait In Account With ACCOUNT NUMBER THREE 


Ph « une at once, if no error w= 
quiiedtinendae on ane eih'en cieadmes caer Month of April Month of April 


CHECKS DEPOSITS No.of ivems | One Day Number 


Deposited Float pate 





Balance Forward 


60700 15 250 


157525 6 


97500 


3006278 


607899 
a53354¢ 


FIGURE 3 


The Analysis —By again referring to our account we 
find that for the month under review, there were 94 credit 
items and 102 debit items handled for it. The total expense 
chargeable against this account on the basis stated would 
therefore be as follows: 

Credits 94x 2l%c.. 82.85 


Debits 102 x 3¥fe........ 3.57 
Maintenance charge 25 


Te WN iB SOT 


The total gross income from this account must amount 
to at least $6.17 if the bank is not to incur a loss therefrom. 
Inasmuch as the gross income amounted to only $8.59, the 
account, as it now stands, is not only not self-sustaining, 
but, actually represents a loss to the bank. The actual 
loss is $2.58 or the excess of the expense over the income, 
shown as follows: 


Total expense.............. senda ueese 
Less income ........ ... 8.59 
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Expressing the foregoing information in the form of an 
analysis would be done in the following manner: 


Gross ledger balances wie $67,400 
Less: Float ...$24,500 
Reserves 10,100 34,600 


Available balance. $32,800 
Will earn at 4 per cent. 
Less expenses of: 
94 Items @ 2'%c. 
— <> * gie.. 
Maintenance charge ............. .! 6.17 


Net loss. R cee $2.58 


Inasmuch as the expense exceeded the income by $2.58, 
the bank would be able to retrieve its loss only by charging 
the account directly for that amount. 


Profit Requrement.—If we were to have charged this 
account with $2.58 we would have retrieved our loss but, 
if our ultimate goal is merely to strive to avert losses on an 
account, we must finally become insolvent, for there will 
always be some cases wherein we would be unable to collect 
the charge. In that event we would incur a loss with no 
offsetting profits to equalize them unless some accounts 
produced an excessive amount of profit. 

There are many reasons why there must be a reasonable 
profit opportunity from operations. It may not be possible 
for us to operate at all times with a minimum reserve; there 
must be some margin allowed for contingencies; it may not 
be possible for us to maintain full average income at all 
times; in fact, there are any number of reasons that could 
be given in support of the necessity for requiring a profit 
from each account. 

Aside from the various reasons that could be advanced 
for the necessity of profit opportunity, a bank is fairly 
entitled to expect a reasonable profit from its operations. 
Few people would care to engage in any business wherein 
the reward would be confined to the satisfaction of being 
able to maintain solvency. 

Of far more importance than any of the foregoing 
reasons, however, is the necessity of maintaining safe insti- 
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tutions for the protection of the depositors and the public in 
general. An institution, to be safe, must be profitable. 

We must, therefore, insist that each account produce a 
fair return for it would be inequitable to expect that some 
accounts should produce a profit, not only sufficient to 
themselves, but also sufficient to bear the load of some 
unprofitable accounts. If all do not carry their own loads, 
then some must carry more than their share if our banks 
are to remain safe institutions. It is our responsibility to 
be just and equitable to all depositors and in order to be 
so, we must insist that each account bear its proportionate 
burden of maintaining the safety of our institutions. 

For an account, such as the one here illustrated, our 
only recourse would be to make a direct charge to it that 
would, not only cover the excess of expense over income, 
but also produce an amount of profit that at least repre- 
sented a living income for our institution. 

The method usually employed by banks to determine 
what would constitute a fair profit margin is to express 
the amount in terms of percentages of the gross ledger 
balances maintained by the account. In our assumption 
here of what would constitute a fair margin of profit, we 
too will employ that method and for our purpose assume 
that the rate of 1 per cent. per annum would be a fair 
percentage. 

On the basis of 1 per cent. per annum on the $67,400 
gross balances in this account, we would have been entitled 
to a $1.85 profit. 

To obtain this profit it would have been necessary for 
us to have included this amount in our charge to the 
account, making a total charge of: 


Charge because of loss incurred................$2.58 
Charge to produce a 1 per cent. profit.... 1.85 


Total charge bi cewcestcc ince 


It might be contended that, in lieu of adding a profit 
margin to our loss, we could have in the first place increased 
our per item charges to include a profit margin. While it 
is true that by padding charges, the loss shown would in- 
clude a profit for the bank, it would not work out in all 
cases and there are also some objectionable features in so 
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doing that would make the employment of such a method 
inadvisable. The objectionable features of such a plan will 
not be specifically gone into at this point, however, as our 
further investigation into the subject will make them self- 
evident. Their consideration at this point would unneces- 
sarily retard our progress and be productive of no infor- 
mation that will not be disclosed by our study of the method 
here illustrated and which is employed by the majority of 
institutions now making analyses. 

Expressing more fully the factors that were productive 
of the net results shown, we might state them as follows: 


Income from available balances....... ...$3.59 
Income by direct charge to account.......... 4.43 


Total income.... x $8.02 
Less expense.. = 6.17 


Net profit ... .. $1.85 


Most analysts would contend that if each account on 
our books was to be so analyzed and treated strictly accord- 
ing to the results shown, every account would be dealt with 
impartially and equitably and that, in the event of a charge, 
the charge would be both fair to the depositor and adequate 
for the bank’s requirements. 

Before committing ourselves to any opinion, let us 
investigate this method of analysis a little further. For the 
purpose we will analyze another account in the same 
manner or rather the same account with the exception that 
the balances will be increased. We will increase the balances 
so that the aggregates will amount to $115,000 instead of 
$67,400. This can be effected by increasing the daily 
balances by $1587 and can be accomplished by merely in- 
creasing the carry-over balance of the previous month from 
$1893 to $3480. 


A rages Analysis—This account is illustrated in 
Figure 2, an examination of which will show it to be identi- 
cal to the previous account with the exception of the 
changes in balances. In order to differentiate between the 
two accounts when referring to them, we will designate this 
account as “Account Number Two” and the former one as 
“Account Number One.” 
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Subjecting Account Number Two to the same form of 
analysis as we did Account Number One, we would obtain 
the following results: 


Gross ledger balances ivi SURES 
Less: Float . soe $24,500 
Reserves .. 17,300 41,800 





Available balance $73,200 
Will yield at 4 per cent. ; $8.02 
Less expenses of: 
94 Items @ 2t%e. 
ioe? * iee 
Maintenance charge 2! 6.17 


Profit $1.85 


It would be unnecessary to charge this account for the 
purpose of avoiding a loss as the analysis shows that there 
was no loss sustained but that a profit of $1.85 resulted 
from the operation. If we are to charge the account, it 
will be for the purpose of bringing the profit up to a stand- 
ard set by the bank as being fair and justifiably expected. 

With the first account, we computed our profit at the 
rate of 1 per cent. per annum on the gross ledger balances. 
Doing likewise with this account we find that $3.15 is the 
profit which should have been produced. Inasmuch as the 
profit realized was only $1.85, to be consistent with the 
principle previously used, we shall charge this account with 
the difference between what we should have obtained as a 
profit and what we did earn. This charge would amount 
to $1.30 and is shown as follows: 


Required profit $3.1 
Less profit earned. : 1.8 


Profit deficiency $1.30 


In the case of Account Number One we made a charge 
of $4.43 which included a profit margin of $1.85 and with 
which we were apparently well satisfied. 

In the case of Account Number Two, although the 
services rendered were identical to those supplied to Ac- 
count Number One, except for balances maintained, an 
identical profit is not satisfactory and we subjected it to 
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$1.30 charge. We must do so if we are to be consistent 
with our original line of reasoning of a proper method of 
arriving at what would be a satisfactory profit. 

We cannot pursue a policy that would require no 
charge in the event an account shows a profit for it is quite 
conceivable that an account consuming more services than 
the ones here shown might produce a profit of only one 
cent. ‘That amount, obviously, would not be satisfactory. 
We must have some means of gauging the adequacy of the 
profit margin. We must have some method by which we 
‘an determine when we should and when we should not 
make a charge to an account, even though some profit might 
exist without the charge being made. 

In the case of Account Number Two we have an 
account that exactly duplicates Account Number One in 
activity. It might be contended, therefore, that if we 
would have accepted, as adequate, the profit of $1.85 from 
Account Number One, we should do likewise in the case of 
Account Number Two. In actual practice, however, we 
could not do so if we would, for, we would not be so fortu- 
nate as to have the first account with which to compare the 
second. 

Furthermore we would not, even if we could, for by 
setting a standard of comparison represented by the least 
desirable of the two accounts we would be encouraging 
the maintenance of successively smaller balances. Our de- 
sire is to encourage balance increases and not encourage 
decreases as would be the case if we used as a standard 
of comparison an account that becomes satisfactory only 
after being subjected to a charge. 


A Third Analysis——Before we delve further into the 
reasons for the apparent inconsistencies disclosed, let us 
first make another analysis. By so doing we will be 
afforded a more conclusive cross check on our computations 
and we will also feel better assured that an inconsistency 
does exist if our first observations are substantiated by an 
additional proof. 

For the purpose we will use an account identical to the 
former ones except that we will again increase the balances 
of the account. This time balances will aggregate $134,600 
and will be accomplished by the same means previously 
employed, namely increasing the carry-over balance, this 
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time to $4133. Such an account is illustrated in Figure 3 
and will be referred to as “Account Number Three.” 

Subjecting Account Number Three to the same method 
of analysis as we did the two former accounts, we will 
produce the following results: 





Gross ledger balance $134,600 
Less: Float ... $24,500 
Reserves 20,200 44,700 
Available balance S $89,900 
Will yield at 4 per cent. $9.85 
Less expenses of: 
94 Items @ 21e. $2.35 
me: ~  * Bie. 3.57 
Maintenance charge 25 6.17 
Profit $3.68 


This account, as in the case of Number Two Account, 
also nets a profit to the bank and therefore, if subjected 
to a charge, it will be so done only for the purpose of 
bringing the profit margin up to the bank’s requirements 
and not for the purpose of offsetting a loss. 

Applying the same method of determining an adequate 
profit margin for this account as was used in the two 
previous accounts analyzed, we ascertain that $3.68, or 
1 per cent. on an annual basis of the $134,600 gross ledger 
balances, is the amount of profit that should be expected. 

Inasmuch as the profit accruing from this account 
amounted to exactly $3.68, it will be unnecessary to subject 
the account to any charge whatever as it is fully satisfactory 
as it now stands. 


Com parisons.—Let us now compare the net profit, after 
the respective charges were made, that accrued to the bank 
from each of thesé accounts. The net profit from each were 
as follows: 


Account Number One ... B1.85 
Account Number Two.... a te 
Account Number Three..... Ae i eee 


Disregarding balances, the services rendered to each of 
these accounts were identical. The profit margin to the 
bank from the different accounts, however, show large 
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rariations. Expressed in percentages, assuming the 
profit on Number Three Account as being 100 per cent., 
the comparative results for the respective accounts were as 
follows: 

Account Number One...... $1.8: 50% 

Account Number Two 3.1% 85% 

Account Number Three 3. 100% 


Presumably our analyses were to have given us uni- 
formly equitable results for all accounts. From the bank’s 
viewpoint each account was to have been put on a basis that, 
profitably considered, would compare favorably with every 
other account of like character. From the depositor’s 
viewpoint, it was to have been an assurance that the treat- 
ment accorded to each would be, not only fair, but, strictly 
equitable in comparison to every other account in the bank. 

The comparisons prove quite conclusively that all of 
these accounts were not uniformly satisfactory from the 
bank’s viewpoint. Although we consistently applied the 
same principle in each of the three analyses, and subjected 

each account to charges as shown to be necessary by our 
analyses, Number Three Account produced as much profit 
as would have two accounts similar to Account Number 
One. Results prove that these accounts were not of equal 
value to the bank regardless of the fact that the charge 
specified was supposed to have made each satisfactory 
based on a fair and equitable standard. 

If the bank profited more from one account than it did 
from another, then the depositor, whose account was the 
most profitable to the bank, must have necessarily paid more 
for the services received than did those whose account were 
less profitable. 

A bank-depositor relationship, to be satisfactory, must 
respect the depositor’s, as well as the banker’s viewpoint 
and our requirements will be unsatisfactory to the deposi- 
tor if we do not deal equitably with every account. Even 
if results, as illustrated, were to be satisfactory to the bank, 
the banker could not honestly maintain that each account 
had been treated fairly and equitably based upon an unvary- 
ing standard. 


Information Produced.—Subjecting the information 
obtained by the use of these analyses, to the questions that 
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must necessarily be answered if we are to be able to deal 
intelligently with our problem, which of the questions would 
it supply answers to and which of the questions would it 
fail to be able to answer? 

The information that this form of analysis would supply, 
would enable us to answer the following questions: 


1. Is the account a profitable or unprofitable one? 
2. If the account is profitable, how much profit did it produce? 
3. If the account is unprofitable, what is the loss? 


This form of analysis does not supply us with suf- 
ficiently clear information to allow specific answers to the 
following questions, which information is absolutely neces- 
sary if we are to be able to handle the problem intelligently. 


4. If the account is profitable, is the profit margin adequate? 
5. If the profit margin is inadequate, what is the deficiency? 
6. If the account is unprofitable or produces an inadequate 
amount of profit, what should have been done by way of 
(a) Increased balances 
(b) Direct charges 
to make it self-sustaining? 
to make it fully satisfactory? 


Further than merely the ability to answer the foregoing 
questions, we must be in a position to prove conclusively 
that our treatment of each account is, not only fair to that 
account individually, but, equitable in comparison to any 
other account on our books. 

If we have consistently and accurately followed out the 
provisions of the principle involved and the results obtained 
do not give us adequate and full information, according to 
our needs, then there must be something illogical about the 
principle we are employing to accomplish our purpose. 

We have been accurate in our computation and it would 
therefore appear that we have been employing a principle 
which is not fully fitted to our requirements. 

That being the case, we must ascertain wherein the 
method used is wrong in principle. 


How to establish a correct principle of account 
analysis will be considered in next month’s article. 





INVESTMENT AND FINANCE 


A MONTHLY SURVEY OF CURRENT DEVELOPMENTS AFFECTING 
THE BANK INVESTMENT MARKET 


REDUCED INTEREST ON THE 
PUBLIC DEBT 


S a result of financing operations 
undertaken by the Treasury De- 


partment, including both refund- 
ing operations and the raising of ad- 
ditional funds for Government use, the 
average annual rate of interest on the 
interest-bearing debt of the Government 
was reduced to the low level of 3.02 
per cent. as of November 15, 1934, as 
compared with an average rate of 3.39 
per cent. on the total interest-bearing 
debt outstanding as of February 28, 
1933, just prior to the inauguration of 
President Roosevelt. These figures are 
revealed in a study of Treasury opera- 
tions under the present Administration 
made by C. J. Devine & Co., Inc., 
specialists in United States Government 
securities. 

The study shows that during the 
twenty and one-half months from 
February 28, 1933, to November 15, 
1934, the Treasury Department issued 
a total of $11,703,236,000 of new se- 
curities of all types, on which the 
average interest rate was 2.51 per cent. 
Of the proceeds, $5,741,442,000 was 
used to provide for the Treasury’s re- 
funding operations and other securities 
maturing during the same period. The 
average interest rate on all securities 
called or refunded during the period 
was 3.33 per cent. Such refunding 
consequently resulted in a substantial 
saving of interest charges on the larger 
debt. 

The figures further show that the 
interest-bearing debt of the Govern- 
ment increased from $20,584,310,000 
as of February 28, 1933, on which 
amount the average annual rate of in- 
terest was 3.39 per cent., to $26,546,- 
104,000 on November 15, 1934, on 
which the average interest rate is now 
3.02 per cent. The debt increased 
$5,961,794,000 during the period, or 
approximately $291,000,000 monthly. 
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It is further pointed out that the 
annual interest charges on the debt 
outstanding as of February 28, 1933, 
aggregated $698,577,000, whereas the 
annual interest charges on the larger 
total of November 15, 1934, aggregated 
$801,530,000, an increase of $102, 
953,000 in the Government’s annual 
interest charge. Thus, while the Gov 
ernment debt increased about 29 per 
cent. during the period, the total an 
nual interest charges, because of the 
lower interest rates, increased only 14.7 
per cent. during the same period. 

The Government has called an addi- 
tional $1,800,000,000 of Fourth Lib 
erty Loan 414, per cent. bonds for re 
tirement on April 15, 1935. No de 
tails have been issued thus far as fo 
the interest rate to be paid on the new 
securities to be issued to provide for 
this operation, but it appears certain 
that the rate will result in a further re 
duction in the average interest rate on 
the total Government debt, and will 
bring it below the current 3.02 per 
cent. 


BETTER INVESTMENT OUTLOOK 
HE recent remarkable reception 
of a large issue of United States 
securities has had a _ decidedly 


stimulating effect on the bond market 
generally. Not only have isues of 
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state and municipal bonds in consider- 
able volume been promptly sold at 
good prices, but railway and some in- 
dustrial securities have shared in this 
more favorable regard by banks and 
other investors. 

This change in the market for high- 
grade issues has come about from sev- 
eral causes, among which are: the 
widespread belief that the Administra- 
tion at Washington is gradually assum- 
ing a more conservative character; 
heavy importation of gold in recent 
weeks; the continually increasing 
volume of bank and private funds press- 
ing for investment, and evidence of a 
slow but steady revival of business. 

As these factors are likely to per- 
sis—unless Congress should succeed in 
passing legislation of an extremely radi- 
cal character—the outlook for a rise 
in the security market is greatly im- 
proved over what it has been for a 
long time. That President Roosevelt 
will be able to check any tendency 
in Congress for legislation of an ex- 
treme character seems to be the gen- 
eral belief. 

Should this expectation of a more 
favorable situation in the bond market 
be realized, it will contribute materially 
to the restoration of prosperity in what 
are called “the heavy industries.” 

While recovery is not as yet of a 
pronounced character, there can no 
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longer be any doubt that it is slowly 
taking place, the continued revival in 
the steel industry of itself being a sig- 
nificant indication of this fact, though 
by no means the only one. 


GOVERNMENT CREDIT STILL 
HIGH 


ARNINGS have appeared 
from time to time that the 
credit of the United States 


was likely to be jeopardized by things 
either done or contemplated at Wash- 
ington and by the economic situation 
of the country. There were threats 
of inflation, actual devaluation of the 
dollar, a big deficit, heavy taxes, and 
other influences bound, it was said, to 
imperil the public credit. But the 
astounding success of the Treasury 
financing last month must have tended 
to allay these fears. An issue of 15-18 


year bonds bearing 3!/, per cent. and 
of 18 months certificates bearing 11/4 


per cent. were heavily oversubscribed. 

From this, however, it would not 
be well to infer that the factors men- 
tioned may not, at some future date, 
seriously affect the public credit. That 
they have not done so thus far rests to 
some extent upon grounds other than 
faith in the Government credit, al- 
though that faith in itself remains very 
high. Unless business substantially re- 
vives, ability to provide funds by taxa- 
tion must decline, and if public relief 
must continue for a long time to be 
afforded on a large scale, the Treasury 
will have to continue in the market as 
a heavy borrower. 

It is a gratifying fact, in these 
troubled times, that the credit of the 
United States is unimpaired, but this 
should not be taken as a warrant for 
reckless spending, merely because it is 
so easy to borrow at low rates. A 
sharp and sudden reversal of sentiment 
in financial circles has not been un- 
known. 





FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY OF CURRENT FINANCIAL, ECONOMIC AND 
POLITICAL EVENTS IN OTHER LANDS 


The Present Position of Switzerland 


By Dr. FeLix SOMARY 
Partner in Messrs. Blankart & Co., Bankers, Zurich 


LTHOUGH Switzerland is known 
A® a tourist center throughout 
the world, its economic charac- 
teristics are little appreciated among 
other nations, and are often taken as 
being similar to those of its neighbors. 
This, however, is a great mistake, as a 
few comparisons will clearly show. 
Switzerland, with its four million in- 
habitants, has a total volume of foreign 
trade at least as large as that of Russia 
and, per capita of the population, larger 
than that of England. While France, 
Germany and Italy produce sufficient 
wheat for their own wants, Switzerland 
imports two-thirds of its requirements 
from abroad. The items contributing to 
its external balance of payments are 
more varied than in the case of any 
other country. Movements of capital of 
all sorts, receipts and payments on ac- 
count of insurance, transit of goods and 
From Monthly 
Limited, London. 
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tourist trafic are of a rapidly changing 
importance. The experience of the last 
two decades would almost lead one to 
assume that the volume of these separate 
items depends more on the situation in 
neighboring countries than on that of 
Switzerland. A few examples will il 
lustrate this. 

The tourist traffic is affected in many 
ways by the conditions prevailing in 
those countries whose nationals are in 
the habit of visiting Switzerland. Po 
litical changes and currency fluctuations 
have a marked influence. During the 
first years of Fascism the absentees from 
the tourist trade were Italians, guciag 
the periods of inflation they were Ger: 
mans, Austrians and French; after the 
devaluation of the pound they were the 
English, and at present they are Amer’ 
icans. The level of prices in Switzer’ 
land appears to be an important, but 
not a decisive factor. For example, the 
English tourist traffic has considerably 
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increased in the course of the last two 
years. 

The movement of capital is still more 
dependent on the position prevailing in 
foreign countries. This is not only true 
in respect of the receipts on account of 
interest and dividends on foreign invest- 
ments, but still more in respect of the 
movements of floating capital,, the volume 
of which has increased so considerably 
during the last two decades. These in- 
ternational cash balances are not at- 
tracted by the highest rate of interest, 


but are governed by the desire for 
security. They do not flow from a rich 
country to a poor one, but in reverse 


order. One does not know why the 
money comes into the country and why 
and when it will leave. The owners of 
such funds may frequently be attracted 
by a state, and at other times that par- 
ticular state may fall into disfavor, often 
without visible cause. At least once a 
year there is trouble in France—for 
reasons of either domestic or foreign 
policy—and money then crosses the 
frontier; money which, in a few months’ 
time, is again repatriated. When last 
year the opinion was widely held that 
Holland would devalue her currency, a 
lot of Dutch money and, still more, in- 
ternational capital, migrated to Paris 
and Switzerland. When in Switzer- 
land, the proposed reduction in the 
railwaymen’s wages was put to the 
vote and turned down, substantial 
amounts were withdrawn from that 
country. For such movements the 
rate of discount is ineffective. Thus 
Switzerland exercised the greatest at- 
traction in 1930 and 1931, at a time 


when very low rates or no interest at 
all were allowed. 


SWISS FOREIGN INVESTMENTS 


Against these fluctuating foreign bal- 
ances must be considered the variable 
item of foreign investments held hy the 
Swiss population. These are of a con- 
stantly changing nature. There exists 
hardly another country where the habit 
of placing part of one’s savings outside 
the country is so prevalent and, indeed, 
it is a tradition dating back over two 
centuries. While much has been lost 
owing to the war, inflation and devalua- 
tion, the remainder must still amount to 
a very considerable sum, but the income 
derived from it has been affected and 
reduced by all sorts of international re- 
strictions. 

The large losses incurred by invest- 
ments in the United States—due to the 
slump in prices and the depreciation of 
the dollar—and the locking-up of funds 
in many parts of Europe and South 
America have since 1933 created doubts 
—though more abroad than in Switzer- 
land itself—regarding the country’s 
ability to maintain a stable currency. 
Such doubts are heard particularly in 
England and America. These critics 
point to the relatively high prices and— 
viewed from abroad—high wages, and 
attempts to lower them are at present 
said to cause political difficulties almost 
daily. The critics also point to the 
heavy indebtedness of agriculture, to the 
dangers which threaten the budgets by 
heavy state and municipal expenditure, 
and to the imperiled position of the 
tourist trafic and exports. It is obvious 
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that many branches of the hotel indus- 
try and certain agricultural elements 
which are in difficulties, as well as sev- 
eral—though not all—exporters, are in- 
clined to favor devaluation. This 
movement is supported by a consider- 
able propaganda on the part of the 
believers in “free money”—the pro- 
tagonists of a currency based on an 
index figure, the originator of which 
was in his later years active in Switzer- 
land. 


DEVALUATION NOT FAVORED 


All these movements taken together 
at present only embrace a minority of 
the population or of the political parties. 
There exist in Switzerland very weighty 
arguments for maintaining the present 
position; which hardly apply in any 
other country to the same extent. First 
of all, exports are incomparably smaller 
than imports, and among the latter food- 
stuffs and raw materials play a very 
important réle. Contrary to what hap- 
pened in England, in a country like 
Switzerland, which is well versed in 
currency matters, an immediate rise in 
prices would probably take place as a 
result of devaluation, and prices and 
wages would increase all along the line 
and thereby cancel the advantage for the 
export industries. Swiss agriculture 
would not profit from it, as one of its 
main products, wheat, is being bought 
by the federal government at a fixed 
price, and therefore to the home farmer 
the price would not be increased in the 
event of devaluation. 
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For these reasons devaluation would 
meet with opposition, even if the eco: 
nomic position were worse than it is at 
the moment. As a matter of fact, there 
is no need to fear that the actual posi- 
tion of agriculture and industry would 
necessitate such measures. The number 
of the totally unemployed amounts to 
only 1 per cent. of the population. The 
building trade is still active, even though 
it is not invariably conducted upon a 
sound basis. Neither the condition of 
public finances nor the position of the 
Central Bank requires any depreciation 
of the currency. A short while ago 
Switzerland repaid in gold its dollar 
loan, which was the only foreign loan 
which had been issued. Before that the 
whole load of debt contracted during 
the World War had been repaid by 
means of taxation. The debt of the 
Swiss Confederation is completely con 
solidated; so far hardly any recourse has 
been had to the placing of treasury 
bills. 


* * 


The picture has, of course, its darker 


side. Numerous subsidies have lately 
increased the budget, but steps are be 
ing taken to cover the resulting deficit. 
The finances of the federal railways, 
which since the war have been largely 
electrified, show a deficit, but the plac 
ing of the organization on a sound basis 
is at present being tackled and nobody 
doubts that it will succeed. Moreover, 
direct taxation is considerably lower 
than in England or the United States. 








BANKERS INVITED 





FOREIGN BANKS ARE 





INVITED TO CORRESPOND WITH 


The Central Bank of India, Limited 
Bombay (India) 


UR close contact with the commercial activities with five 
Offices in the City and various Branches in other parts of 
India, puts us in the best position to serve you. 


S. N. POCHKHANAWALA, Managing Director 








FAVORABLE POSITION OF 
BANK 


THE CENTRAL 


Still more favorable is the position 
of the Central Bank. Although gold 
to the extent of nearly 14 milliard of 
francs (about £30 millions) has been 
lost since the beginning of the year 
25 per cent. of the amount which com- 
pelled England three years ago to aban- 
don the gold standard—the bank’s notes 
are covered by gold to no less than 118 
per cent. and notes and deposits to- 
gether are covered to the extent of 89 
per cent. During the last ten years the 
Swiss National Bank has_ resembled 
more one of the old clearing banks* 
where international capitalists and large 
home traders maintained their balances, 
whereof the counterpart was held read- 
ily available in gold. Today, in the fifth 
year of the crisis, neither the state nor 
private business has had recourse to the 
Central Bank for the discounting of 
bills; the bank’s bill portfolio is not 
much in excess of £2,000,000, and the 
rate of discount is only 2 per cent. So 
far, at any rate, the National Bank is 
a pure currency—not a credit—institu- 
tion. This is a particularly remarkable 
feature in a country which, in other 
respects, the most intensive 
credit organization of Europe in pro- 
portion to the area of the country. 

The Central Bank has so far almost 
succeeded in avoiding the discounting 
of bills on countries with standstill 
agreements or with transfer moratoria. 
It has also avoided granting credits by 
way of assistance to other countries. 


possesses 


*Gold Exchange (Giro) Banks. 


Hardly ever was there a central institu- 
tion in a better condition at the end 
of a crisis. The management of the 
bank is therefore held in universal re- 
spect. It is not subject to treasury con- 
trol as in America; steps taken for the 
maintenance of currency stability are 
not opposed by the federal financial au- 
thorities, but, on the contrary, are sup- 
ported by them in a large measure. By 
far the majority of the population is to 
be found at present on this side. 

It is natural that in such a diversified 
credit structure there should exist weak 
points. To quote one example, it ap- 
pears that mortgages on real estate in 
urban and rural districts have some- 
timess. been granted without careful 
valuations having been obtained, and 
the excessive plethora of money during 
the last decade has resulted in the grant- 
ing of credits to borrowers both at 
home and abroad in a somewhat care- 
less manner. This is clearly evidenced 
by the bank failures in Geneva and by 
the recent,,difficulties of a co-operative 
bank. Even so, generally speaking, the 
country is in a liquid position as re- 
gards its foreign liabilities, and this is 
all that matters. Balances and bank de- 
posit receipts in foreign ownership, 
which during the last two years have 
been considerably reduced by hoarding 
of gold and repatriation, may be esti- 
mated to amount to 1200-1500 million 
francs, to which should be added Swiss 
securities held by foreigners to an 
amount of not more than 200 million 
francs. The claims on the banks are 
distributed between more than a dozen 
countries and not all of them are due 
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on demand. The part represented by 
deposit receipts (obligations) is, in many 
cases, fixed for- several years. 

Against these possible total demands 
of 1400 to 1700 million francs on the 
part of foreigners, there are in Swiss 
ownership foreign balances and foreign 
securities several times in excess of the 
above amount. There is no doubt that 
claims on countries without restrictions, 
such as England and the Dominions, the 
United States, France, Belgium and 
Holland, alone exceed this amount con- 
siderably. Whilst a further extension 
of payment restrictions on the part of 
debtor countries may for many an in- 
dividual firm assume significance, it can 
hardly shake the whole economic struc- 
ture. The gold stock of the Central 
Bank is more than sufficient to meet 
temporary exigencies. 
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Switzerland is situated in a storm- 
tossed continent, which has more re- 
semblance to the later period of the 
Roman Empire than to the Europe of 
the nineteenth century. The country 
has kept aloof from war and inflation, 
its population has better nerves, but 
less experience of crises than its neigh- 
bors. It avoids all economic and mone- 
tary experiments as a healthy person 
shuns the doctor and it keeps away 
from much which, though fashionable 
with its neighbors, is contrary to its 
judgment. Sudden or surprising deci- 
sions are, in this educated and demo- 
cratic country, less likely than they are 
elsewhere. So long as Europe remains 
at peace and Switzerland is under wise 
leadership, its resources are sufficient 
to overcome all difficulties which may 
arise in this post-crisis period. 


Economic Conditions in Switzerland 


HE Swiss Confederation occupies 
a unique position among the Euro- 


pean nations. Its population is not 
homogeneous either in race, language or 
religion. Nevertheless, the political and 
economic trials of neighboring peoples 
have not shaken the spiritual unity of 
its people, who have managed to live 
with jpeace and steadiness characteriz- 
ing their relations at home and abroad. 
Economically, Switzerland has felt 
the ravages of depression. Its pros- 
perity is dependent upon an _ active 
foreign trade, tourist trafic and in- 
come from foreign investments, all of 
which declined commensurately with 
the gravity of world-wide economic 
conditions. Owing. to its normally un- 
favorable trade balance, the thrifty 
character of its population and its 
creditor position as an investing nation, 
Switzerland recognized that it would 
lose much and gain only temporary 
advantages by currency devaluation. 
This orthodox financial policy involved 
certain disadvantages, such as diminish- 
ing the possibility of competing in 


From The Index, published by the New 
York Trust Company. 


foreign markets, and obtaining tourist 
trafic, together with the maintenance 
on a high level of labor costs and the 
cost of living. 

These factors and not the lack of 
metallic reserves to maintain the gold 
standard have constituted the real prob- 
lems of Switzerland. The gold reserves 
of the Swiss National Bank exceeded 
the note circulation in the approximate 
ratio of 5 to 4 at the end of Sep- 
tember, 1934, and, being a creditor 
nation in respect to both long and 
short term accounts, Switzerland’s cur- 
rency has been largely immune from 
speculative exchange operations having 
depreciation of the Swiss franc as their 
objective. 

* * * 

Switzerland’s prosperity, in the final 
analysis, remains largely dependent 
upon world-wide economic conditions. 
Revival of its export trade, consequent 
upon an enlarged foreign market for its 
manufactures, constitutes a first essen’ 
tial, but no less important is a gain 
in tourist expenditures and in income 
from foreign investments. Under the 
most favorable conditions, funds from 
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these sources are necessary to secure 
a favorable balance of international 
payments. 

Only slight improvement in the gen- 
eral situation, as heretofore noted, was 
registered in 1933, and, while the nine 
months of 1934 have indicated a con- 
tinuance of this upward movement, all 
of Switzerland’s problems have not been 
solved. In so far as it lies within its 
power, it is endeavoring to compete in 
world business through improving the 
quality of its products and reducing 
their cost. However, a general rise in 
world prices, bringing them more in 
line with Swiss prices, and increased 
economic activity throughout the world, 
affording a better market for Swiss 
goods, together with increased tourist 
trafic and a greater return on its 
foreign investments, are necessary for 
the country’s continued recovery. 


— © —_ 


NEW CAPITAL ISSUES IN 
NOVEMBER 


OMMENTING on the new cap- 

ital issues for November, The 

Commercial and Financial 
Chronicle says: 

“New capital issues in this country 
continue to run light. There is nothing 
to be said regarding the November fi- 
nancing except to refer to its meager 
proportions. As a matter of fact, the 
record consists simply of the floating of 
$29,800,000 of corporate securities, the 
placing of $91,868,033 of issues by 
states and municipalities, an offering of 
$10,000,000 Federal Intermediate Credit 
banks 1!42 per cent. debentures, and the 
flotation of a $10,000,000 Republic of 
Finland 4 per cent. serial loan, the latter 
constituting the first foreign issue to be 
registered under the Securities Act of 
1933, as amended, and the first capital 
appeal in this market by a European 
government since 1930. The grand 
total of offerings during the month of 
November aggregated $141,668,033, and 
$34,632,355 of this was for refunding 
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purposes, 


that is, to take up old issues, 
leaving the strictly new capital demand 


at only $107,035,678. In October the 
grand total was $157,574,395, of which 
$35,670,982 represented refunding op- 
erations and $121,903,413 constituted 
new capital.” 
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NEW YORK BANK STOCKS FIRM 
DURING NOVEMBER 


EW YORK CITY bank stocks 
N showed further moderate gains 

during November, Hoit, Rose & 
Troster report. The weighted average 
of seventeen leading issues opened No- 
vember 1 at the month’s low of 44.70 
and after reaching the month’s high of 
47.19 on November 28, closed Novem 
ber 30 near the best levels of the month, 
at 47.16. At this point the average 
shows an appreciation of 16.9 per cent. 
above the lows of September 18, 1934. 





INTERNATIONAL BANKING NOTES 


THe CoMMERCIAL BANK OF SCOTLAND LiMiTED. Net profit for the year ending 
October 31, after providing for all bad and doubtful debts, and allowing for rebate, 
interest, etc., was £379,337, which was to be added to £84,460 balance from last 
year, making the total £463,797. In July half-yearly dividends were paid, 16 per 
cent. on class A shares and 10 per cent. on class B shares, the same dividends 
being recommended for the second half of the year. 

After making allotments to contingency fund, officers’ pensions, and heritable 
property accounts to an aggregate of £257,875, there was left £78,047 to be 
carried to next year’s account. 

Market value of the investments of the bank on October 31 was greater than 
the amounts appearing in the balance sheet. 

The directors expressed’ much regret for the death of Alexander Robb, late 
general manager. 


BriTIsH Overseas BANK LIMITED. Fecllowing is the report submitted by the 
directors, as of October 31, 1934: 


The profit, after allowing rebate of interest and providing for all 
bad and doubtful debts (other than provided for out of 
contingencies account), for the year ended October 31, 
UL IN TR 5 Oa, Og ae ae cite Bermienmae seo aimee and £ 62,33 
Balance available from last account 





Making a total of 
which has been appropriated as follows: 
In payment of a dividend on the “A” or- 
dinary shares at the rate of 6 per cent. 


per annum (less income tax) for the 

year ended October 31, 1934, which to- 

gether with income tax thereon amounts 

to £60,000 0 0 

Leaving a net balance to be carried for- 

ward to next year of 66,638 17 G6. £126,638 17 6 


It is with the deepest regret that the directors record the death of the Right 
Honorable Viscount Churchill, G.C.V.O., which occurred early in January last. 
Viscount Churchill was associated with the bank from 1919, the year of its founda- 
tion, first as governor of the council, and from 1924 as chairman of the board of 
directors, which office he continued to hold up to the time of his death. 

Arthur C. D. Gairdner has been appointed to succeed Viscount Churchill as 
chairman of the board and, while relinquishing his office as managing director, he 
continues as before to devote his whole time to the affairs of the bank. Nigel L. 
Campbell has been appointed to succeed Mr. Gairdner as deputy chairman. 


ENGLISH, SCOTTISH AND AUSTRALIAN BANK LimiteD. At the forty-second or- 
dinary general meeting, held at the end of November, the chairman, Andrew Wil- 
son, made a report of the profit and loss, in which he said: 

“After deducting interest on perpetual stocks and making a transfer to the 
credit of contingencies reserves, out of which reserves provision for all bad and 
doubtful debts has been made, the gross profit stands at £1,000,763, a decline of 
£6711. 

“The expenses of management show an increase of £18,900, due in part 
to the cost of installing mechanization at our Melbourne office, as well as auto- 
matic increases in salaries under awards, but income and other taxes show a de- 
crease of £27,849, so that for the year there is a reduction of £8950 in these two 
items, which, deducted from the gross profit, leaves a net profit for the year’s 
working of £221,565, out of which there has been carried to reserve fund £15,000, 
and payment made of an interim dividend of 24 per cent., £75,000, leaving £131,- 
565, which with the amount brought into the account from last year of £274,181, 





EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 
McARDLE & McARDLE 
ACCOUNTANTS AND AUDITORS 
Forty-Two Broadway, New York City 


makes an available balance of £405,747, which it is: proposed to deal with as 
follows: 


“To English, Scottish and Australian Bank officers’ provident fund £5,000 
a further dividend of 23 per cent., _ of U.K. income-tax, 
making 5 per cent., free of U.K. tax for the year 75,000 
Contingencies reserves 50,000 


£130, 000 


“After these deductions from the available profit have been made there is a 
balance remaining to carry forward of £275,747.” 


THe RoyaL BANK oF SCOTLAND. At the annual general court of proprietors, 
November 28, the accompanying report was presented by the directors, giving an 
abstract of the affairs of the bank at the second Saturday of October, 1934: 
Net profits of the year, after providing for all bad and doubt- 


ful debts, amounted to £621,426 16 4 


The midsummer dividend, at the 
rate of 17 per cent. per 
annum, required 

Less income tax 
- —— £249,020 

It was proposed to pay a divi- 
dend at Christmas at the 
rate of 17 per cent. per 
annum, which will require £321,316 6 4 

Less income tax T2200. &. 3 
a 

There has been written off expenditure on bank 
buildings and heritable property £ 25,000 

Carried to pension reserve fund 30,000 0 

And to inner reserves against contingencies the 
balance of 4 

——- £621,426 16 4 
All the bank's investments are valued in the annexed state of 

under the prices ruling at the date of the balance. 





affairs at or 


GuarANTY Trust CoMPANY OF New York. 
as manager of its Liverpool office is announced. 
manager of that office. 


The appointment of Luigi Solaini 
Mr. Solaini was formerly acting 
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BANK OF MONTREAL 


Established 1817 
A presentation, in easily understandable form, of the Bank’s 


ANNUAL STATEMENT 
31st October, 1934 


LIABILITIES 


LIABILITIES TO THE PUBLIC 

Deposits é ‘ z : F - sl F , . $630,218,835.10 
Payable on demand and after notice. 

Notes of the Bank in Circulation . ; : ; ‘ ‘ 35,255,876.00 
Payable on demand. 

Bills Payable ‘ ‘ : ; ‘ ; , 185,183.19 
Time drafts issued éad sutetendiog. 

Letters of Credit Outstanding F ; ‘ 6,522,749.56 


Financial responsibilities unde rtake n on be ‘half of c ~ustome rs 
(see off-setting amount [x] in “‘Resources’’). 
Other Liabilities to the Public f ‘ : 10,386,724.55 
Items which do not come under the fortecing. he adings, including 
$9,000,000 advances from the Dominion Government under The 
Finance Act. 


Total Liabilities to the Public , ; ; : . $682,569,368.40 
LIABILITIES TO THE SHAREHOLDERS 
Capital, Surplus and Undivided Profits 
and Reserves for Dividends. 2 ; A ‘ : 76,538,810.08 
This amount represents the shareholders’ interest in the Bank, over 
which liabilities to the public take precedence. 
Total Liabilities : : . , . : p , $759,108,178.48 


RESOURCES 


To meet the foregoing Liabilities the Bank has 
Cash in its Vaults and in the Central Gold Reserves ; . $ 87,210,888.26 
Notes of and Cheques on Other Banks ‘ ; : . 28,670,917.74 
Payable in cash on presentation. 
Money on Deposit with Other Banks. : ; ; : 16,764,669.62 
Available on demand or at short notice. 
Government and Other Bonds and Debentures : . 317,936,912.23 


Not exceeding market value. The greater portion consists of gilt- edge 
securities which mature at early dates 

Stocks ‘ ‘ ‘ , i 103,789.95 
Railway and uti tvial and oldies Stocks. Not exceeding market value. 

Call Loans outside of Canada : : ; ; , ? 32,133,844.20 
Secured by bonds, stocks and other negotiable securities of greater 
value than the loans and representing moneys quickly available with 
no disturbing effect on conditions in Canada. 

Call Loans in Canada . : 8,399,657.67 
Payable on demand and secured by ‘bends. and stocks a greater value 
than the loans. 


Bankers’ Acceptances. . ; ; : ‘ ; 26,528.08 
Prime drafts accepted by other banks. 


TOTAL OF QUICKLY AVAILABLE RESOURCES ; . $491,247,207.75 
(equal to 71.97% of all Liabilities to the Public) 
Other Loans : : ; . 243,477,041.21 
To manufacturers, Samara. misnchuide ‘oud others, on conditions 
consistent with sound banking. 
Bank Premises : 14,500,000.00 
Three properties onty. are carried in 1 the names of holding companies; 
the stock and bonds of these companies are entirely owned by the 
Bank and appear on the books at $1.00 in each case. All other of the 
Bank’s premises, the value of which largely exceeds $14,500,000, 
appear under this heading. 
Real Estate, and Mortgages on Real Estate Sold by the Bank 1,487,975.10 
Acquired in the course of the Bank’s business and in process of being 
realized upon. 
x Customers’ Liability under Letters of Credit . ; 6,522,749.56 
Represents liabilities of customers on account of Lette rs of Credit 
issued by the Bank for their account. 


Other Assets not included in the Foregoing . ‘ ; ; 1,873,204.86 
Making Total Assets of ; ; ; ‘ : ; . $759,108,178.48 

to meet payment of Liabilities to the Public of 682,569,368.40 

leaving an excess of Assets over Liabilities to the Public of $ 76,538,810.08 














Current Conditions in Canada 


N its summary of business, under 
date of December 22, the Bank of 
Montreal says: 


The year now closing has witnessed a 
continuous expansion ot trade in nearly 
all branches of industrial and mercantile 
pursuit, the great majority of business 
barometers showing material advances over 
1933. Perhaps most significant of all is 
the fact that the farmers of Canada, on 
whose purchasing power so much depends, 
will realize from their 1934 field crops, 
according to official estimates, a total of 
$536,000,000, which is $113,000,000 in ex- 
cess of their return in 1933. Of some fifty 
economic records available on a monthly 
basis, six show gains amounting to over 
50 per cent.; fourteen show gains ranging 
from 20 per cent. to 50 per cent.; seventeen 
show gains ranging from 5 per cent. to 20 
per cent.; seven show gains under 5 per 
cent.; while five are lower than in 1933. The 
business index of the Dominion Bureau of 
Statistics, a composite of these factors, which 
averaged 78.5 for the first ten months of 
1933, averaged 94.2 for the corresponding 
period of 1934 (1926=100). 

In the field of industrial production, 
newsprint in November, with an output of 
241,000 tons compared with 235,000 in 
October, nearly equalled its high record 
for the current year in May last. Lumber 
marketings were higher from a_ seasonal 
standpoint, though slightly down from 
October. Construction, somewhat  stimu- 
lated by the public works programme, was 
active for November. The November out- 
put of steel ingots and castings and of pig 
iron was in excess of the corresponding 
month last year, while the cumulative pro- 
duction of steel in Canada during the last 
eleven months amounted to 700,187 tons, 
approximately double that of 1933. The 
improvement in the motor car industry has 
been pronounced both in domestic and 
foreign trade, output of cars having nearly 
doubled. 

Railway car loadings have been drop- 
ping in recent weeks, mainly owing to the 
slack grain movement, though remaining 
higher than a year ago. The current De- 
cember movement of lumber, pulpwood, pulp 
and paper, coal and miscellaneous freights 
has, however, been showing large gains 
over last year. Railway revenues show 
gross increases for the year to December Ist 
amounting to $24,087,951. 

Employment in November showed a con- 
tnuation of the upward tendency which 
Was in evidence in October. The advance, 
though small, is significant from the fact 
that it is contrary to the usual movement 


at this time of the year. An addition of 
16,247 to staffs employed in the logging 
camps was mainly responsible, this being a 
larger increase than in any other month 
since 1920. In all the orovinces there 
was a considerably higher level of employ- 
ment than in November, 1933. 

Retail sales in general during October 
showed a gain over September amounting 
to over 13 per cent.; this was partly due 
to the season, but the increase last year 
was only 6.2 per cent.; not since 1929, in 
fact, has the gain been greater. November 
and December to date have been character- 
ized by business steadiness, a feature being 
the briskness of the Christmas trade, re- 
ports from nearly all sections of the coun- 
try being uniformly to the effect that a 
substantial increase will be shown over the 
figures of a year ago. 

Foreign trade during November exceeded 
that for any month since May, 1931. Im- 
ports totaled $49,884,000, which is 14.1 
per cent. over November, 1933, while do- 
mestic exports totaled $65,125,000, which 
is 7.3 per cent. over November, 1933. The 
gain in total trade this vear is 25.9 per 
cent. over 1933 and 21.6 per cent. over 
1932. The favorable trade balance for the 
year to date is $124,146,000. 

The Dominion revenue has _ continued 
to mount, the principal increase being in 
customs duties, excise duties and taxes, col- 
lections in the eight months to November 
30th having been $245.062,000, an _ in- 
crease of $28,160,000. There was a sur- 
plus of $1,604,000 on current account, 
against a deficit of $22,114,000 in the 
corresponding period last year. Special ex- 
penditures, however, including $25,194.000 
for unemployment relief and loans of $39,- 
758,000 to the Canadian National Railways, 
and capital expenditures of $6,759,000, 
have caused the Dominion debt to mount. 

In the statement of the chartered banks 
at the close of October, an encouraging 
sign of better business is the increase of 
$15,967,000 in commercial loans, the largest 
expansion in many months, bringing this 
item $45,092,000 above the July figure. 
Total public deposits rose $12,450,000 dur- 
ing the month, while Dominion Govern- 
ment deposits were up $56,615,000 py 
reason of the large loan placed in October. 
Holdings by the banks of Dominion notes 
and Dominion and Provincial Government 
securities continue to mount, the amount 
of the former having risen $36,535,000 since 
June last and the latter $77,911,000 in the 
same period. Bank debits for November 
totaled $3,092,000,000, as compared with 
$2,837,000,000 in November, 1933. The 
amount issued by the Finance Department 
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under the Dominion Notes Act has been 
increased from $108,714,000 in June to 
$155,795,000 on November 30, an _ ex- 
pansion of $47,082,000, most of which 
found its way into the tills of the banks. 


Here is the general situation as 
viewed by the December issue of the 
Monthly Commercial Letter of the 
Canadian Bank of Commerce: 


The salient feature in the industrial situa- 
tion is the stability of manufacturing op- 
erations at a season when a downturn 
usually occurs. We base this statement not 
only upon official records which show that 
increased production of newsprint, lumber 


and steel in October more than offset 
decline in that of automobiles, but also 
upon examination of the November pro- 
duction schedules of over one hundred other 
industries. Moreover, building has _ been 
maintained at a steady pace, owing not 
only to the comparatively large volume of 
construction contracts awarded in _ earlier 
months and a less than normal decline this 
autumn, but also to mild, open weather. 
As a result of these generally favorable de 
velopments registered employment, in the 
broad field covered by the Dominion Govy- 
ernment’s reporting service, rose slightly in 
the early autumn, whereas there is usually 
a marked recession in that period; the 
present indications point to a smaller de- 
cline toward the end of the year than is 
normally recorded. 


Annual Statement of the Canadian Bank of Commerce 


AT THE ANNUAL meeting, held at its bank- 
ing house, 25 King Street West, Toronto, 
on January 8 the directors of the Canadian 
Bank of Commerce submitted to the share- 
holders their sixty-eighth annual report on 
the results of the bank’s operations for the 
twelve months ending November 30, 1934. 

For the year the net profit, after mak- 
ing appropriations to contingent reserve 
fund, out of which provision is made for 


all bad and doubtful debts, was $3,413,- 


654.54, to which was to be added the bal-. 


account brought 
year $662,- 
$4,075,821.83, 


profit and loss 
forward from the preceding 
167.29, making a total of 
appropriated as follows: 


ance of 


Dividends Nos. 188, 189, 190 
and 191, at eight per cent. 
SEG SOME 35 it 0.029 4,01 4.5.0: $2,400,000.00 

Dominion and Provincial Gov- 
ernment taxes 

Transferred to pension fund. . 

Written off bank premises.. 


600,000.00 
246,837.90 
150,000.00 
$3,396,837.90 
678,983.93 


$4,075,821.83 


Balance carried forward.. 


Since the last report, branches at Rio de 
Janeiro and Mexico have been closed, be- 
cause it was found that changing condi- 
tions no longer permitted their operation 
at a fair margin of profit. 

The bank has also continued the policy 


of reviewing most carefully the situation 
at competitive points in Canada where the 
volume of business, present and prospective, 
seemed inadequate to justify the main 
tenance of existing banking facilities and 
of arranging to acquire for its office at 
some of these points the deposits and de 
sirable loans of a competitor, in exchange 
for the transfer to it of the bank's busi 
ness in equal volume at another where the 
like conditions prevailed. 

Of the twenty-five branches closed in the 
course of the eleven months ending No 
vember 30, the business of ten was ab 
sorbed by one of the bank’s adjacent offices 
and thirteen were included in the exchange 
arrangements mentioned above. 

This policy results in consolidating the 
business of the bank without loss in volume 
and strengthening its earning capacity by 
eliminating unproductive branches. Two 
new branches have been opened and the 
net result of these changes is that at the 
present time the bank has 669 branches 
in operation. 

A statement of assets and __ liabilities, 
November 30, 1934, showed the total bal: 
ance sheet to be $5'75,314,009.17. Total 
liabilities to the public were $524,030, 
508.29, and the quick assets, $315,196, 
712.29. The paid-up capital is $30,000,000, 
and the reserve fund $20,000,000, with bal- 
ance of profits $678,983.93. 

The president of the Canadian Bank of 
Commerce is Sir John Aird, and the gen 
eral manager S. H. Logan. 
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A MONTHLY REVIEW OF CURRENT ADVERTISING AND NEW 
BUSINESS EFFORT BY AMERICAN BANKS 


Edited by Matcotm Davis 


Recipe for Prosperity 


Advertising — Loans — Sales — Profits 


SHORT time ago H. Charles 

Sieck, president of H. Charles 

Sieck, Inc., a Los Angeles ad- 
vertising agency, made a talk before 
the Los Angeles Advertising Forum. 
During that talk he built up a most 
constructive idea which, if put into 
effect, would undoubtedly help the 
banker get out of many a_ business 
which is now giving the banker severe 
headaches, and by so doing, put the 
banker back into the banking business 
where no doubt he would be much 
happier and more prosperous. The 
fundamental basis for the idea Mr. 
Sieck proposed is simply that of calling 
in a specialist to do a job that he 
knows all about which is more eco- 
nomical and satisfactory than trying 
to do a job one doesn’t know about. 
A dentist fixes teeth and doesn’t try 
his hand at appendectomy. An ac- 
countant sticks to accounting and 
doesn’t try to run a brokerage business. 
Advertising agencies build up sales and 
don’t try to be bankers. Why, then. 
should bankers try to be experts on 
advertising? Why, as an editorial in 
the November 1, 1934, issue of Print- 
ers Ink points out “Must it be said, 
again, that the banks retard the progress 
of all business by refusing to apply, 
even to their own business, the first 
principles of merchandising?” 

The answer probably is that the evo- 
lution of the thought in the minds of 
most bankers that advertising agencies 
know anything about advertising is still 
in the embryonic stage. But should 
that thought develop and mature as Mr. 
Sieck has developed it, much that is 
ed would result. Let us follow Mr. 
ieck. 


“Business,” he said, “to be success- 
ful, must have inherent all three of 
these vital factors to enable it to forge 
ahead: 

“1. Meritorious product 

“2. Adequate finance 
. Proper sales and advertising pro- 
gram. 

“No product, no matter how meri- 
torious or how ably the business be- 
hind it is financed, can bring maxi- 
mum return on the investment unless 
and until a thorough job of continuous 
advertising and selling is done. 

“The bank has for its merchandise, 
money, or credit representing money, 
for sale. The people that we as ad- 
vertising agents are endeavoring to con- 
vert into advertisers are either prospec- 
tive clients or customers of the banks. 
Their potential value to the bank may 
be increased manifold, if in co-operation 
with, the advertising agency the banker 
would help sell the customer on the 
advisability of making a careful and yet 
adequate investment in advertising. This 
might mean a new loan, an increased 
loan, or it might mean the difference 
between that business forging ahead 
and reducing their loan at the same 
time being a better and more continuous 
user of the bank’s services. All of 
which means the greater ‘sale’ of the 
bank’s merchandise (money), the growth 
and prosperity of industry and pay- 
rolls and buying power. 

“And yet bankers don’t call upon 
advertising agencies for such co-opera- 
tive effort. They hardly ever get to- 
gether to discuss this broad avenue of 
business down which both could travel 
hand in hand building up prosperous 
clients for the banker and advertising 
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agency. Certainly the banker’s and 
advertising agency’s interests are mutual. 


DEVELOPS LOAN VOLUME 


“Why couldn’t the banker develop 
a lot of new and additional sales 
volume for his ‘merchandise’ (money) 
by working more closely with bona fide 
advertising agencies? 

“Certainly, advertising agencies need 
to be more aggressive in developing 
new advertisers and expanding the ef- 
forts of old ones to force the sale of 
merchandise to speed up recovery. Idle 
factories mean unemployment. Mer- 
chandise even after it is manufactured 
is worth nothing unless it is sold. 

“Also, bank new business depart- 
ments can well shoulder the respon- 
sibility along with advertising agencies 
to aid in rehabilitating American in- 
dustry. A loan to a business, no mat- 
ter how adequate the collateral or how 
honest the personnel of that business, 
is often merely a stop gap toward final 
liquidation of that business. Unless 


through the stimulus of the bank work- 
ing through and with the advertising 


agency, that business is awakened to 
the need of going after sales through 
a constructive advertising plan. This 
puts new life into that business, more 
merchandise will be sold, and thus in- 
crease that business’ value to the bank 
and the community. 

“Yes, I believe here is a new angle 
for new business for the banks. Execu- 
tives of new business departments of 
banks should contact all advertising 
agencies, review with them in confidence 
the problems of clients and prospective 
clients—advertisers and non advertisers. 
See if between them some constructive 
program can be worked out in each 
specific case or a general program for 
all, to stimulate action, to sell our way 
back to normal interchange of service 
and merchandise. This will result in 
the greater use of money and credit, 
which finally is the merchandise the 
banker has on his ‘shelves... And when 
the banker sells his merchandise to the 
business man, and the business man 
uses some of the bank’s merchandise 


to promote sale of his products through 
advertising, then you start the ball 
rolling toward prosperity again.” 

Mr. Sieck recounted some examples 
of industries advertising their way out 
of their own particular depression and 
also told of a failure of another in- 
dustry to do the same thing, explain- 
ing that the failure was due to a half- 
hearted attempt at merchandising and 
not to any inherent fallacy in the 
principle involved. He then went on 
to say: 


NEW TYPE OF CO-OPERATION 


“I suggest that bankers and adver- 
tising agencies work more closely, that 
they become better acquainted, and 
that they interchange ideas on how to 
put money to better use in the business 
of manufacture and distribution of mer- 
chandise through proper sales and ad- 
vertising pressure. For it is only by 
creating and recreating public desire 
for more of the comforts, luxuries and 
necessities of life that the wheels of 
industry will again hum as before. 

“Unused money or credit serves no 
constructive economic purpose—it is 
like merchandise manufactured and then 
stored away with no effort made to 
get it out into circulation and con’ 
sumption. 

“All the money in the world back 
of a manufacturer making the best 
product in the world only to lock it 
up in a storehouse would mean noth 
ing until and unless that manufacturer 
went out after the market thereby 
clearing his storehouse of merchandise 
manufactured today—to be supplanted 
by merchandise manufactured _ to- 
morrow. 

“Advertising by aiding in the creation 
of desire of ever higher standards of 
living contributes the greatest good to 
the greatest number. I would rather 
rule a people through the persuasive 
force of advertising than to attempt to 
direct them by force of arms. I be- 
lieve that advertising is a thoroughly 
American institution—it typifies the 
American way of raising a people out 
of idleness and despair by making them 
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want the better life—it means that in- 
dustry will produce more and more 
because advertising will sell the products 
of industry. 

“Bankers, advertisers, and agency 
men would get along a whole lot bet- 
ter if we were not all so obsessed with 
a class consciousness. We put the bank 
label on a fairly good fellow and there- 
after he has what we choose to call 
the banker’s viewpoint—and so on with 
the advertising agency and the ad- 
vertiser. 

‘Why not scrap that sort of class 
distinction in our every day negotia- 
tions. We've got enough class agita- 
tion in other fields. 

“Let us pool our interests—work 
towards our common objective as_busi- 
ness men—namely, to move more mer- 


chandise into consumption by more ef- 
fectively stimulating and _ sustaining 
human desires.” 


Mr. Sieck’s suggestions should merit 
a good deal of consideration from all 
sides. His idea certainly should help 
bankers, advertisers and agencies. And 
the general public. Unfortunately space 
in this department prevented us from 
publishing his entire address, but there 
is enough of it here to provide under- 
standing and to provide some very deli- 
cate morsels as food for thought. A 
little concentrated thinking has been 
known to produce rather astonishing 
results, and unless human nature has 
changed considerably there is no reason 
why history shouldn’t repeat itself in 
this respect. 


Sidelights and Shadows 


A Cross-Section of Bank Advertising 


{ 
The First National Bank of Tampa, 
Florida, uses pretty large space (1014 
times 161/, inches) to tell its story of 


banking being a business of public 
service. ... The Barnett National 
Bank, Jacksonville, Florida, is keeping 
its distinctive layout but has improved 
its border design in its current ex- 
planatory campaign. . . . Chicago Title 
and Trust Company certainly pictures 
the most attractive homes in its cam- 
paign suggesting a title guarantee 
policy; dwellers in apartment houses 
beware the green god of envy. : 
Wachovia Bank and Trust Company in 
North Carolina advertises a 45 per cent. 
increase in loans; which seems like an 
advertisement of advertising. . . . The 
Fort Worth National Bank, Texas, ex- 
plains the matters of personal loans, 
collection departments, checking ac- 
counts, and savings account and thus 
adds to the popularity of explanatory 
campaigns. .. . 

For an unusual departure in bank 
advertising lay-out note that of the 
California Bank on page 66 in the 
November FAA Bulletin; very modern 
and attractive and a rebuttal to the 


adherents of stodgy bank advertising. 
... The Bank of New Hyde Park, 
Long Island, New York, is getting a 
kick out of being ten years old and 
tells the public about it. . . . The New 
York State Banking Department is 
pretty severe on how much money sav- 
ings banks can spend on advertising; 
a matter of principle or interest? .. . 
Still and all, it’s considered essential to 
feed a growing child, and Public Rela- 
tions really isn’t much more than a 
baby as far as banks are concerned. 
... The Maryland Trust Company, 
Baltimore, is making a series of state- 
ments of the principles of trust institu- 
tions. . . . The Warren County Bank- 
ers Association, Pennsylvania, advertised 
a change of interest rates of member 
banks and thus explained away a diffi- 
cult matter with discretion and with 
fidelity. ... 

The First National Bank and Trust 
Company, Minneapolis, got a bit peeved 
about the hullabaloo that banks weren't 
lending and with righteous indignation 
tells the world that it made over 7000 
loans totaling over 65 million in first 
nine months of 1934; “ ‘Somebody’ 
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must have been wrong.” . . . The State 
Street Trust Company, Boston, sends 
out a mighty neat little four-piece folder 
signed by their president, Allan Forbes, 
suggesting, pleasantly, the advisabilities 
of estate management by the bank. . . . 
G. Munro Hubbard, president of Dore- 
mus & Company said recently in Bos- 
ton: “If you want the lawmakers of 
the country to refrain from suicidal 
banking legislation, you can do nothing 
more effective than to make millions of 
voters understand what a banker is and 
what he is not.” ... The American 
Bankers Association has a new pro- 
gram designed to stimulate a wider use 
of informative advertising by banks. . . . 

Evidences of widespread co-operation 
of banks with the new National Hous- 
ing Act are too many to pass over; 
here are a few banks advertising vigor- 
ously to their communities .. . Dau- 
phin Deposit Trust Company, Harris- 
burg, Pa... . Camden Safe Deposit 
and Trust Company, New Jersey .. . 
The Huntington National Bank, Colum- 
bus, Ohio... First Wisconsin Na- 
tional Bank, Milwaukee . . . Cleveland 
Trust Company . . . The Denver Na- 
tional Bank .. . First Citizens Bank 
and Trust Company, Utica .. . First 
National Bank, Glens Falls, N. Y. ... 
Three banks in Warren, Pa., co-opera- 
tively ...and bursting upon the 
scene with an aggressiveness foreboding 
success, the Bank of America and the 
American Trust Company, both of San 
Francisco. . . . 

In the December FAA Bulletin there 
are some 70 reproductions of advertise- 
ments from some 36 banks and associa- 
tions .. . how much is a good idea 
worth ...or 70 good ideas.... 
Dame Rumor whispers that the FAA 
will accept mew members. . . every 
bank in the country should be inter- 
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ested... . The First National Bank 
of Boston has 27 stacks of different 
literature on a table in their main 
banking offices; which is a sizable dis- 
play to say the least and which has 
been used most effectively in expressing 
the personality of that bank through 
the printed word. . . . The Springfield 
Marine Bank, Springfield, Illinois, is 
another bank that advertises the fact 
that it is making loans and plenty of 
them; if this sort of thing keeps up 
our critics will have to try their sharp- 
shooting elsewhere. . . . Harvey Blodg- 
ett has a new booklet on “Credit at 
the Bank” which tells the public about 
as much as can be said and understood, 
which is saying a great deal. . . . The 
Farmers Deposit National Bank, Pitts- 
burgh, is running a series of ads de- 
voted to specific industries; smartly 
enough, in the December issue of 
Fortune, it speaks about the banking 
industry. ... 

The Denver National Bank, Colorado, 
gives an excellent account of itself in 
a full page advertisement in Denver 
papers commemorating its fiftieth anni- 
versary and its list of banking innova- 
tions speaks more plainly for its pro 
gressive management than ten times as 
many words could. . . . Out in Blue 
Earth, Minnesota, the cashier of a bank 
who thought in dollars and cents, and 
the editor of the local newspaper who 
thought in terms of local industry, got 
together and wrote bank ads; the re- 
sult of this merging of personalities and 
minds produced some darned good copy. 
... If things keep going like this, 
with banks forestalling criticism and 
merchandising services, and with bank: 
ers and editors getting together, it 
won't be long before the Coué “every 
day in every way” theme will have a 
sevival... .. 


Ah!— Those Were the Days 


A few more glimpses into “Financial 
Advertising in 1929,” a book edited 
by Richard F. Durham and published 
with high optimism in 1930 by The 
Bankers Published Company: 


‘tion to bank advertising. 


@For all we know, the Bank of 
Toronto in Toronto, Canada, may still 
be carrying its usual excellent contribu- 
Probably is. 
At the moment, however, what knowl 
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edge we might have is eclipsed by a 
swell ad this bank shot at its public in 
1929—good enough to be repeated, and 
very timely right now. Headed “The 
Vital Force” and picturing the usual 
savings department pass book against 
a background of depositors, the copy 
is well worth jotting down verbatim 
because it sparkles and glints with a 
sort of around-the-fireplace genuine- 
ness. 
“All honor to Canada’s real capital- 
ists—the men and women with savings 
bank accounts. .They rank highest 
among the builders of our country. 
“The money they deposit in savings 
accounts is their bulwark of protection 
against the exigencies of the future. 
More than that—it is the working 
capital—the vital force in the develop- 
ment of our natural resources. Their 
accumulated savings are usefully em- 
ployed for the general good of the 
Nation. ss 
“Save for happiness and independence! 
Save for Canada! We will gladly wel- 
come your first deposit and will offer 
you every encouragement and assist- 
ance.” 


@Six years ago people were rushing 
into savings banks and rushing out 
again with money to turn over to their 
brokers (wonder how the expression 
“broke” originated?) so as to meet mar- 
gin requirements on their stocks. The 
Bowery Savings Bank of New York 
City came out with its usual timely 
copy headed “‘The Savings Bank Knows 
Who Suffers When Stocks Tumble” 
and related how often they had wit- 
nessed the rushing in and rushing out 
again procedure. Then, skating skill- 
fully on thin ice so’s not to antagonize 
anyone, the ad went on to say that 
if one knew all about money, credits, 
stock manipulations, assets, liabilities, 
yields, etc., this was all right—but that 
those who couldn’t afford to take a 
chance might better keep their money 
in the Bowery Savings Bank where in- 
terest is certain and worry nonexistent. 
Bob Sparks wrote the ad, and its theme 


calls to mind a more recent advertise- 
ment of some months back when most 
everyone had a touch of the inflation 
mania and went rushing about trying 
to pick up stocks cheaply. This latter 
time the Bowery again sent a paid mes- 
sage to the New York public pointing 
out that inflation or deflation, panic, 
depression, or all-comers, the Bowery 
still paid interest and depositors were 
sure where they could go and get their 
money. Comparing the old and the 
new, one gets an even greater impres- 
sion of the value of a savings account 
seen from these angles—and so, long 
live the Bowery and its advertisements. 
(P.S.—in the 1929 ad, in the lower 
right hand corner was 41/, per cent. as 
big as life. Per cents. may change, it 
seems, but the Bowery goes on for- 
ever.) 


@ We presume that this one was pub- 
lished in the early part of 1929—hefore 
October, anyway—for it warned “Don’t 
drop your savings account in search of 
possible but not probable profits of 
speculation.” Published by The Trust 
Company of New Jersey, this adver- 
tisement pictured a dog, with some- 
thing in his mouth, standing on a board 
and looking at his reflection in the 
water below him. The dog and his 
reflection tied in with a heading about 
an ancient fable and its modern ap- 
plication, and the first line of copy 
ran “You know Aesop’s fable of the 
dog that lost the meat clutched in his 
mouth when he grasped at his reflec- 
tion in the water.” Come to think of 
it, that was one darned timely ad. 
Probably many people now wish that 
they had heeded old Aesop and the 
Trust Company of New Jersey as they 
hark back to early 1929. 


@One very good way of building up 
savings accounts which we haven't seen 
for quite a few years was used by the 


Fidelity-Philadelphia Trust Company of 


Philadelphia, Pa. To attract those who 
usually overlook savings advertising this 
bank suggested “Let Us Pay Your In- 
surance Premiums’ and went on to 
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say that by depositing a twelfth of one’s 
yearly premiums each month in a sav 
ings account with no charge for the 
service and interest on each month’s 
deposit, one’s premium problems would 
be very much simplified. Also the in- 
terest on quarterly or semi-annual pay- 
ments would be saved. As far as we 
can gather, insurance premiums haven't 
been any easier to pay since 1929, and 
why wouldn’t this still be a right smart 
idea for any bank wishing to build up 
its savings accounts? 
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@ One bank ad of those hypnotic ages 
has the line “Young men earn big 
salaries in business and industry. Often 
the peak of a man’s earning ability 
is reached in the early thirties.” This 
was a fine appeal to the youth of the 
day and did the job it was then de- 
signed to do. It must be, however, 
that some of us were born a few years 
too late, or something. Anyhow, in 
closing Mr. Durham’s book for the 
month, we regret deeply that there 


isn’t more science in crystal gazing. 


How Banks Are Advertising 


Q The Fidelity Union Trust Company 
of Newark, New Jersey, has been con- 
sistently advertising the valuable posi- 
tion that Newark industries have in 
our economic set-up. Along comes 
something that threatens to detract from 
the key position that Newark holds. 
And then the Fidelity Union really 
swings into action. To those living in 
the metropolitan district the battle 
royal between New York and Newark 
and their respective mayors over the 
site of a metropolitan airport has been 
one of intense interest. New York 
claims that the Floyd Bennett field is 
the one and only spot to locate an 
airport of this size. Newark points 
with pardonable pride to the record of 
the Newark airport. Why, then, should 
a bank want to join the fray. Or 
rather, why shouldn’t it? 

After all, a bank is supposed to know 
something about business affairs and 
about its community—it is supposed to 
give advice and counsel to its custom- 
ers—it ‘is supposed to mould public 
opinion so that there will be better 
public understanding and better bank- 
ing—it is supposed to take the lead 
in movements of local and national 
significance. It is unfortunate that all 
these suppositions so often remain just 
suppositions. But in this case the 
Fidelity Union publishes as an opening 
gun a 17 by 12 inch ad headed “Second 
to None in the World—NEWARK 
AIRPORT.” 


The advertisement lists three main 
yardsticks by which the value and 
practicability of airports may be 
measured. Safety is a prime considera- 
tion—and the Newark airport is safe 
because there is no open water flying 
—no skyscraper flying—and  conse- 
quently less hazard during periods of 
low visibility or in emergencies. Speed 
is another factor, and with the Hol- 
land Tunnel and the Pulaski Skyway, 
it is certainly a fairly simple and quick 
matter to get to the Newark airport. 
Investment is a third consideration. The 
Newark airport has already invested 
five million dollars and the Federal 
Government has added a_ weather 
bureau, broadcasting station, teletype 
system and landing lights. By shift 
ing an airport much of this investment 
must be duplicated and as usual the 
taxpayer foots the bill. 

Furthermore, a commission under 
President Hoover studied some sixty- 
five possible sites for a metropolitan 
airport and picked Newark. All of 
these points are brought out in the ad- 
vertisement—an editorial from _ the 
Newark Evening News is reproduced 

a map is shown, and on it the time 
it takes to get from the New York 
post office to the Newark airport (25 
minutes) and to Floyd Bennett field 
(57 minutes). Also the routes planes 
take from both fields to go to various 
places. Underneath the signature is a 
message to the heads of Newark in- 
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dustries which says “It is important 
that the facts regarding the Newark 
airport be understood throughout the 
United States, by every individual who 
flies and by the business interests which 
use the air mails. To this end this 
company will be glad, upon request, to 
furnish reprints of this advertisement 
to business executives for forwarding 
to their correspondents.” 

When banks’ become _ interested 
enough to do things of this nature for 
the preservation of what they think is 
right and what is inextricably bound 
up in the welfare of their community, 
then financial advertising is elevated to 
a high plane and no criticism can 
justly be made of it either within or 
without the bank. 


@The American National Bank, Nash- 
ville, Tenn isn’t waiting for any- 
one else to get those new savings ac- 
counts. It asks, “Going Back to Work, 
George?” And George, who sure is 


> 


answers “The next time I’m not going 


to be caught short. Say, when I was 
let out it was tough getting by with 
no money available.” And to show all 
the Georges how quickly a small sum 
saved a week mounts up, the ad has 
a little table with the figures per week 
making some fine looking totals at the 
end of the year. 


@The National Bank of Topeka, 
Kansas, is not only consistent, but con- 
sistently good. Some of their ads last 
month were like this. Picture of the 
world with two radio towers on top; 
head, “As distance shrinks.” Illustra- 
tion of hands paying out dollars from 
a stack of them; head, “It’s Cash at 
Hand.” Illustration, two men sitting 
at a desk (the good old stand-by); 
head, “Mutual Dependence.”  IIlustra- 
tion, man sitting in his den with pipe, 
smoking jacket, hunting dog looking at 
him, and he looking at his pet rifle; 
head, “Lasting Friendships.” If you'll 
think how all these can tie nicely in 
with copy and end up with a bank 
signature, you may think of just what 
the National Bank of Topeka did—or 
you may think of something entirely 


different. In either case the effort will 
be worth while. 


G@The Guaranty Trust Company of 
New York has been reminding New 
Yorkers that its Fifth Avenue office 
is a complete banking and trust unit 
in itself. One ad lists many of its 
various services and another headed 
“Meeting the Growing Needs of Grand 
Central ‘City’” points out that their 
Fifth Avenue office has kept pace with 
the development of this district and has 
progressively met the broadening bank- 
ing and trust needs. An _ interesting 
feature was brought out in the adver- 
tisement—namely, that the branch it- 
self, in point of deposits, ranks among 
the 36 largest commercial banks in the 
United States. Which is proof indeed 
of the assertions made in the rest of 
the advertisement. 


@ Inasmuch as some of this department 
is written the day before Christmas 
(which is a pretty tough time to write 
anything about anything), it might be 
fitting to close this section with com- 
ments on two ads appropriate to the 
time of writing if not to the time of 
publication. One is that of the Florida 
National Bank, Jacksonville, Florida, 
which starts off its Christmas Club ad 
extolling the joys of club members 
around this time of year. Its heading, 
however, certainly added emphasis to 
the joyful note. Hand lettered on the 
musical staff, cleff and all, were these 
words, “Sing a Song of Christmas— 
Pockets Full of Cash.” Which certainly 
should suggest to those whose pocket- 
books struggle through this season that 
maybe they'd better try one of “those 
there” clubs after all in 1935. 


@ The other, appearing in Fortune for 
December, is that of The Commercial 
National Bank and Trust Company of 
New York. The art work, beautifully 
done by Rockwell Kent, pictures his 
interpretation of the Spirit of Christ- 
mas hovering over a cozy, snow-covered 
home tucked down among the pines. 
The copy ran, “PEACE WITHIN 

. the peace of conscience for you 
. .. peace of mind for your family. 
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... That is the end to be gained 
through continuous protection of a trust 
fund. The Commercial National, ever 
in the present, will help you to plan 
wisely the disposition of your estate 

. and will administer it efficiently 
for the demands of today, and for those 
tomorrow.” 
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@ About the best Christmas wish we 
can think of at the moment is that we 
hope your memories of Christmas Day 
will be just as pleasant along about 
the middle of January when the bills 
come in as they were on December 26. 
If that’s the case—congratulations. If 
not—better luck in 1935. 


BANK OBSERVES CHRISTMAS SEASON 


Close to a thousand persons gathered on the main bank- 
ing floor of the Fidelity-Philadelphia Trust Company on 
the Monday before Christmas to join in the singing of 
carols, a custom which the bank has followed for 25 years. 





LETTERS TO THE EDITOR 


AN OPEN FORUM FOR AN EXCHANGE OF OPINIONS 


Readers of THE BANKERS MaGaZINE are invited to send for publication in this de- 
partment an expression of their views on matters of current interest to bankers. 
Among subjects of present discussion are: “The Monetary Policy of the Govern- 
ment,” “Bankers and Their Public Relations,” ““The Permanent Deposit Guaranty.” 
Expressions of opinion on these and other subjects relating to banking will be cor- 


dially welcomed to our pages.—-EpiTor. 


SAFETY OF INDIVIDUALS 


Editor, THE BANKERS MAGAZINE: 

If protecting the right of the person 
of a citizen in the exercise of his liberty 
to work at whatever and for whomever 
he chooses— 

If protecting the right of a citizen in 
the exercise of his liberty to produce to 
the maximum of his ability and to sell 
the product of his toil in the most ad- 
vantageous market— 

If protecting the right of a citizen to 
maintain undisturbed possession of prop- 
erty acquired by him by industry, thrift 
and good management— 

If these things are still primary in our 
ideal of human relations, it behooves us, 
whether we work in field, factory or 
bank, whether we occupy humble or 
great position in the world of affairs to- 
day, to think—and think hard. 

Past lessons of disastrous experiments 
in human relations cannot be ignored 
with impunity. 

Many and sundry are the pitfalls that 
follow in the wake of any proposed 
Utopian plan for general human better- 
ment that ignores human nature and 
seeks to penalize one man’s success to, 
in effect if not in fact, pay for another 
man’s failure. 

It is no part of wisdom to embark 
upon uncharted courses, blithely throw- 
ing into the discard all of those principles 
of successful human co-operation that 
have been time-tried and time-proven. 

Our forefathers sought to found a 
nation wherein all persons, irrespective 
of parentage, should enjoy equal rights 
under the law to work for themselves or 
for others, and serve society to the best 
of their ability. 

Their aim was to create an order of 


human relations with neither “classes” 
nor “favored classes.” 

The order for society they designed 
was the happy medium between mis- 
direction of direct rule and the vicious- 
ness of an autocracy. They established 
a Republic with rule through representa- 
tives and a Constitution that would not 
only better afford opportunity for every 
citizen but at the same time better guar- 
antee to each—protection for his person 
and for such property as he may have 
or might lawfully acquire. 

It is in the maintenance of these equal 
rights, with justice for all but favor for 
none, that lies not only our further 
progress as a nation but our future 
SAFETY AS INDIVIDUALS. 

M. I. VAN NAME. 
Philadelphia. 
Dec. 20, 1934. 


SOME PHASES OF BANKING 
GOODWILL 


Editor, THE BANKERS MAGAZINE: 
The world-wide economic depression 
has not spared banking goodwill in ex- 
acting its toll. Nor has the combination 
of ensuing chaotic conditions and mul- 
titudinous legislation stimulated public 
esteem. The resultant apprehensive at- 
titude of the general public has been 
felt by all types of banking institutions. 
One wonders whether bankers have 
been amiss in confining their goodwill 
activities to their own immediate insti- 
tutions. A well-planned goodwill pro- 
gram, sponsored by institutions of a 
given area, would be a distinct advantage 
to both the public and the institutions 
concerned. Based along informative 
lines and aimed to correct fallacious 
ideas, a campaign of this nature would 
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‘Now ready... 


EIGHTH REVISED EDITION 


The Practical Work of a Bank 


By WILLIAM H. KNIFFIN 


BANKERS PUBLISHING COMPANY 


465 Main STREET, CAMBRIDGE, Mass. 


A detailed description of every 
operation of the modern bank. 


Price $5.00 





do more to boom goodwill than any 
single institution’s efforts. Its com- 
pletion should find the layman more in 
accord with present-day loan policies, 
the minimum balance rules, the activity 
or metered service charges, and kindred 
other phases of banking respecting which 
enlightenment is needed. 

When the public has a clearer con- 
ception of banking functions and serv- 
ices it will make more use of the facili- 
ties offered and both profits and good- 
will will increase accordingly. 

ALFRED E. ANDREWES, 
Assistant Manager, Brooklyn Trust 

Company, Fifth Avenue Office. 
New York. 

December 18, 1934. 


ATTACK ON CAPITALISM AN 
ATTACK ON HUMAN 
NATURE 


Editor, THE BANKERS MAGAZINE: 
Isn't it a fact that the man who makes 
a very telling attack upon the capitalis- 
tic system is in reality making his telling 
attack upon human nature as it exists 
and has existed for ten thousand years? 
I am no technician of the systems for 
human association but I do see the neces- 


140 





sity for capital and that human beings 
have only got more out of life as the 
result of conserving a part of today’s 
production for tomorrow. So _ long 
as we do this we _ inevitably are 
capitalistic. The many theorists who 
are attacking capitalism apparently 
are not bent upon doing away with 
capital, but their primary objec 
tive, whether recognized or not, is 
that of doing away with individual or 
private ownership. I believe if we could 
get them out in the open and force their 
hands to the end of calling a spade a 
spade and admitting that their objective 
is a bureaucracy in control of collective 
ownership, as opposed to private owner: 
ship, that we could reduce their follow 
ers to a comparatively small minority 
instead of the possible majority in the 
present picture. If in some way the 
powers that be from the top to the bot 
tom could be influenced to show their 
hands, I believe that in a short while 
the mess could be cleaned up and the 
country go ahead with production and 
distribution, which is so badly needed 
at this time. 
G. Y. CLEMENT. 

Philadelphia. 

January 3, 1935. 



















IN THE MONTH’S NEWS 


BRIEF ITEMS FROM THE NEWS ABOUT BANKS AND BANKERS 


@ The sixteenth annual mid-winter trust 
conference of the Trust Division, Ameri- 
can Bankers Association, will be held 
February 12, 13 and 14 at the Hotel 
Waldorf Astoria, New York. The 
annual banquet will be held the evening 
of February 14. 


@Frank E. Andruss has recently been 
appointed an assistant vice-president of 
the Continental Bank and Trust Com- 
pany, New York. 


GA. P. Giannini, chairman of the board 
of Bank of America (California) has 
announced a pension plan for employes 
of that bank which will cost the bank 
annually about $450,000. The plan 
provides for the retirement of men em- 
ployes at the age of 65 and of women 
employes at the age of 60 with an as- 
sured income for life. 


GLouis Edmund Zacher has _ been 
elected a director of the Guaranty 
Trust Company of New York. Mr. 
Zacher is president of the Travelers 
Insurance Company, president and 
treasurer of the Travelers Indemnity 
Company and president and treasurer 
of the Travelers Fire Insurance Com- 
pany. 


@Edwin W. Smith has been elected a 
vice-president of the Clinton Trust 
Company, New York. He will continue 
to also hold the office of treasurer as 
in the past. 


@President R. S. Hecht of the Ameri- 
can Bankers Association’ in a letter 
to members of that association urges 
that support be given to the Federal 
Housing Administration in making 
effective Titles II and III of the Na- 
tional Housing Act. In _ his letter 
President Hecht says: 

_ “Your executive officers believe that, 
in addition to Title I of the National 
Housing Act, providing for renovation 


and modernization of homes, Title 
II, setting up mutual insurance, and 
Title Ill, creating National Mortgage 
Associations, are deserving of hearty 
support of banks generally. In our 
opinion they not only are effective 
national recovery measures but will exert 
a beneficial economic effect in liquefy- 
ing mortgages that now are or may 
became part of the investments of 


banks.” 


@ The 1935 convention of the Ameri- 
can Bankers Association will be held 
in New Orleans on November 11-14. 
Headquarters will be at the Roosevelt 
Hotel. ‘The executive council of the 
association will hold its 1935 meeting 
on April 14-17 in Augusta, Georgia, 
at the Bon Air-Vanderbilt Hotel. 


@ Craig R. Smith and J. A. Toensmeier 
have been appointed assistant vice-presi- 
dents of the Central Hanover Bank and 
Trust Company, New York. Arthur G. 
Thompson, Bayard Schieffelin and John 
P. Sullivan were made assistant secre- 
taries and J. J. Tuohig and Robert G. 


Norwood assistant treasurers. 


@ A new form of budget check book 
designed for the busy man or woman 
who desires to have a record of budget 
expenses without the burdensome details 
of bookkeeping has been designed and 
copyrighted by: Kent R. Costikyan, 386 
Fourth Avenue, New York. The plan 
can be started at any month during 
the year by distributing and posting 
expenses up to date and then using the 
check book from that point. Bankers 
interested in samples and prices should 
communicate with Mr. Costikyan direct. 


QLewis B. Williams, well known 
Cleveland banker, has resigned his posi- 
tion with the Federal Reserve Bank of 
Cleveland to bcome chairman of the 
board of directors of the National City 
Bank of ‘Cleveland. 
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THE BANKERS 


Bank Buildings 


20 year’s experience in designing bank 
buildings qualify us to modernize your 
present quarters—or design new ones— 
in a satisfactory, economical manner. 
Our survey May save your money. 


CHAS. A. HOLMES 


formerly of 


HOLMES & WINSLOW 
153 E. 38th Street - New York 


@ Nineteen employes of the Wells 
Fargo Bank and Union Trust Company, 
San Francisco, have organized their own 
symphony orchestra and are holding 
weekly rehearsals under the sponsorship 
of Herman Fledheym, assistant cashier 
at the Union Trust office of the bank. 
The orchestra is being directed by Julius 
Haug, first violinist of the San Fran- 
cisco Symphony orchestra. 


@ Reversing a trend characteristic of 
the period since 1930, savings banks 
deposits throughout the state of New 
York increased over $13,000,000 during 
the last quarter of 1934 according to 
an announcement by the Savings Banks 
Association of the State of New York. 
The number of depositors increased by 
over 30,000. 


COMING BANKERS’ CON- 
VENTIONS 


STATE 

May 7-8—Oklahoma Bankers Association, 
Oklahoma City. 

May 9-10—North Carolina Bankers Asso- 
ciation, Carolina Hotel, Pinehurst. 

May 14-15—Missouri Bankers Association. 

May 23-24—South Dakota Bankers Asso- 
ciation, Sioux Falls. 

May 23-25—-New Jersey Bankers Association, 
Ambassador Hotel, Atlantic City. 

GENERAL 

Jan. 24-25—Eastern Savings Conference, 
Waldorf Astoria Hotel, New York. 

Feb. 12-14—Annual Midwinter Trust Con- 
ference, Waldorf Astoria Hotel, New 
York. 

April 14-17—Executive Council, American 
Bankers Association, Bon Air-Vanderbilt 
Hotel, Augusta, Ga. 

June 10-14—American Institute of Banking, 
Omaha, Nebr. 

Nov. 11-14—American Bankers Association, 
Roosevelt Hotel, New Orleans, La. 
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